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PREFACE 

Wisconsin  baa  been  on*   of  th.    |»ionccra  in  the  fn-l-1  of 

•  u.l  an. I  pul.lic  utility  regulation  l>y  a  state  commift- 

.  suits  of  tin  have,   on    tin*    ul*»I.-. 

.niii  of  this  \oium.-  in  to  present 

tin-   important    fa. -Is  of  this  history   of   railroad  ailtl   publie 
utilit  tin-  chi.-f  prnM.-iiis  con! 

ing  this  s\st.  in  of  .-out  col  ami  to  rn.-asinv  the  accomp 
Hients.   indiist  rially   ami    polit  ically. 

iy  is  :l,,-  oiitromr  of  a  runt iinioiis  personal  in- 
terest  in  tin-  \sork  of  the  Commission  .sin<  ,•  its  our 
in   I''!'.",.      As  a  i!  slatiiiv.  s.-rvinj*1  as  cliair- 

man  of  the  assembly  committ..    on    traiisportation,    tin- 
\\rit.-r  has  watchr.l  th«-  <l  nt  of  tin-  Btal  itimi 

in   Wisconsin,  not.  .1   its  shot  -  an.l   its  ad 

m. -iits      II.-  has  seen  the  con  <>f  ih.-  pul»li 

l»lan  ma  i  l>y  each  succeeding  legislature,  which  has 

-at.-. I  to  tht-  Commission  \\i-l.-r  i-owers.  An  earnest 
at  t.  nipt  has  been  made  to  set  down  ih.-s,-  facts  about  regu- 
lation imj.artially.  If  tin  i.  be  bias  it  is  in  favor  of  the 
present  system,  which  has  accomplished  so  much  for  the 
pulili.-.  p  with  the  drplnrahlc  condition — 

itisin  to  shippers,  inequality  of  rates  and  inadequacies 
of  service — previously  existing. 

The  files  >iissi,.n  have  been  at  the  wr 

disposal;  its  >  jam  an. I  c\p*  its  have  been  freely  con- 

sulted for  in!  .mid  throw  i  t  any 

1   proMi-in  of  regulation  [.o.ssil.le  quo- 
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tat  ions  have  been  given  from  decisions,  or  tin-  num<  Tons 
published  addresses  of  tin-  commissioners,  to  moiv  rl.-.-n-iy 
State  the  economic  prineipl. -s  followed  in  determining  many 
c!'  these  complicated  issues.  Copious  n  Terences  have  !•••. n 
mode  to  decisions  and  other  puhlic  documents,  where  the 
reader  may  pursue  an  investigation  along  any  separate 
line.  Many  of  tin-  chapters  embrace  subjects  that  could 
better  be  handled  alone  in  a  single  volume.  Hence  no 
attempt  has  In -en  made  to  present  other  than  the  more 
important  legal  and  economic  considerations  and  their 
relationship  to  the  whole  prohleiu  of  regulation. 

To  the  many  friends  of  the  writer,  whose  names  shall 
not  be  recorded  but  who  have  rendered  invaluable  aid  and 
encouragement,  I  wish  to  evidence  my  profound  apprecia- 
tion.  Without  the  cooperation,  judgment  and  painstaking 
care  in  answering  all  sorts  of  requests  made  upon  members 
of  the  (1ommission  and  its  staff,  this  book  would  have  been 
wholly  inadequate  in  presentation  and  incomplete  in  data. 
Especially  do  I  wish  to  acknowledge  the  faithful  service 
and  criticisms  of  the  commissioners  and  staff,  who  have 
read  most  of  the  chapters:  Professor  Ford  MacGregor,  of 
the  Hniversity  of  Wisconsin;  Dr.  T.  S.  Adams,  of  the  Wis- 
consin Tax  Commission;  Judge  E.  Ray  Stevens,  of  the  Cir- 
cuit Court  of  Dane  County,  Wisconsin;  Justice  John 
Barnes,  of  the  Wisconsin  Supreme  Court,  formerly  chair- 
pian  of  the  Commission;  and  F.  \V.  .Mackenzie,  mana^in^ 
editor  of  La  Follette's  Weekly,  who  have  ungrudgingly 
Driven  time  in  preparing  suggestions  and  making  helpful 
changes. 

The  data  presented  in  this  book  were  found  scattered 
through  the  files  of  the  Commission,  though  never  gathered 
into  a  continuous  related  statement  as  here  presented.  It 
was  this  fact,  coupled  with  the  current  misinformation  in 
some  quarters  of  the  advance  that  has  been  made  by  regu- 
lation which  has  encouraged  me  in  tin.-  work.  Hire  will 
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be  found  the  results  of  the  application  of  doctrines  of 
regulation  that  are  being  challenged  f<»r  authority  or  cou- 
rted in  all  states  where  they  are  still  mr 
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REGULATION  OF  RAILROADS 

AND  PUBLIC  UTILITIES 

IN   WISCONSIN 

OHAPTBB  I 

PROVISIONS  OP  TI1K  RAILROAD  AND  UTILITY  LAWS 

The  Wisconsin  Railroad  Commission  Law  of  1905  was 
scientifically  drafted.  With  tin-  public  utilities  features 
later  adopted,  its  provisions  have  been  copied  in  part  by  a 
numlKT  of  states. 

hs  following  is  a  list  of  the  states  whose  laws  relating 
to  the  regulation  of  public  utilities  are  modeled  more  or 
less  after  those  of  Wisconsin.1  In  addition  to  those  given 
here  there  are  a  few  states  such  as  Florida  and  Michigan 
whose  regulation  of  telephone  matters  is  somewhat  similar 
to  that  of  Wisconsin,  and  there  are  probably  a  few  other 
states  whose  laws  resemble  the  Wisconsin  law  in  some 
respects.  It  is  believed,  however,  that  the  following  covers 
those  having  any  substantial  similarity  to  the  Wisconsin 
law: 

Arizona  Illinois 

California  Indiana 

Colorado  Kansas 

i  ho  Maine 

1  The  firvt  ten  states  in  this  list  were  obtained  from  an  article 
appearing  in  tho  Nation  of  April  2,  1914;  the  others  have  been  ob- 
tained from  an  examination  of  the  compilation  of  utility  laws  pc* 
pared  for  the  National  Civic  Federation. 
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Mar\  !;unl 

Missouri  :ms\l\a!lia 

Montana  Odfl    Naml 

Nevada  mnt 

Hampshire  Inii'/ton 

Jersey  \Ve~t    Virginia 
Ohio 

Tin-  original   Wisconsin  railroad  law  was  modeled  after 
the    Iowa  statute   iv^ulatin-:   raih  ni    it    profited    hy 

the  experience  of  other  nations  and  tin-  derisions  of  state 
ami  federal  courts.  Most  of  the  amendments  since  made 
have  granted  extrusions  of  po\\ 

Members  of  the  Commission  are  appoint.  ,1  hy  th< 
ernor  for  a  term  of  six  years.     Each  n •< -rives  an  annual 
salary  of  $5,000,  the  same  as  is  pai<l  th<>  chief  rxccntivr 
of  the  state.    Both  tin-  mannrr  of  appointment  and  salary 
re  against  th<   pt*  <  <  .1.  nts  in  other  states  that 
had  commissions  at   tin-   linn-.1      Nine  states  had   rha: 
from  an  appointive  to  an  elective  commissinu.  l.-avin«r  only 
favoring  the  appointive  idea.     Governor  La  Foll«11<\ 
ami  a  majority  of  the  joint  legislative  commit t» •»•  ronsi«l« -r- 
ing  the  measure,  favor.  «1  appointim-nt.     Th«-  railroads  ap- 
proved an  elective  commission.  l»«-li.-vin«r  that  the  election 
of  a  radical  commission  \vnuM  plaee  tin-  law  in  disrejuit. 
and  lead  to  its  repeal.    The  governor  and  his  supp- 
h.M  the  example  of  Iowa  before  th<    l.^islatur..  \\\ 
according  to  tin  «  MI  inent  economist.  Professor  John  R.  Com- 
mons, "the  commission  was  notoriously   i-.  put.  .1  thnmjrli- 
out    Wis.-nnsin.   at    least,   to  be   composed    of   three   men 
nominated  respectively  by  the  three  great  railroad  systems 
of  that  state."       Tin-  pn-vailin.LT  opinion  of  the  time  was 
that  the  success  of  the  lau  <l<  p. -mini  upon  the  selection  of 

1  Review  of  Review*,  XXXII,  76.  " 

*1> 
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inuHt  have  a  general  knowledge  of  railroad  law 

nstaatsadiof 

I'.n.a.l  •tonary  powers  are  conferred  upon  the 

apply  to  both  freight  and  passenger 

trafli  ate-car  and  sleeping-car  traf- 

street  ai>  Than  lines. 

lik.-  tli*    j.rovixionH  in  !  statea  the  Com- 

mission doea  not  '  nniim  fn-i^ht  rates,  in-r  is  it  com- 

>  fix  rates  for  a  <  It  is  anthorwed 

Off  all   rates  and,  tal  t   all 

t   has  a  bent  -   full  hearing  a 

reasonable  rate  that  shall  h.-  th«-  l.-/al  ••har^-.    Tin-  •/•  • 
powi '  CnMuiiissimi  n\,?-  railroads  is  incorporated 

in  tin-  following  section  of  the  statutes: 

to  furnish  reasonably  ade- 
quate service  an. I  rharges  made  for  any  senr- 

irr  n-n,l.T.-<l  .T  t<»   h.-   n-n.Ii-n  «1   in   tin-  traii>|M,rt;i!i..n  ••!'   paSM 

gers  •  r  any  service  i  •.•with,  or 

he  receiving.   <!<>li  the  handling  of  soeh 

.  .hall  In-  n-asonahle  and  just  an<.  t  and  on- 

reasonable  charge  for  such  service  is  prohibited  and  declared  to 
be  unlawful. 

lies  of  all  rates,  iiiflii.linir  j»int  rat.-s.  in  for.-,-  in 
the  state  must  be  on  file  at  the  Commission's  office  and 
two  copies  for  the  use  of  tin*  puhlir  must  be  kept  at « 

•  •re  passengers  or  •  are  received.  The  roads 

are  still  fn v  to  make  special  rates.  The  law  spo-iti.-ully 
provides  that  nothing  in  tin-  act  "shall  be  construed  to 

Concentration,  coinino.lity.  transit  and  other  ape- 
«-ial  ron tract  rates/'  open  to  all  shippers  but  un.l.  r  Com- 
mission supervision  All  rates  fixed  by  the  Commission  are 
absolute.  The  existing  rates  of  the  railroad  were  con- 
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rod  prima  facie  lawful  and  reasonable,  which  the  roads 
cannot  change  without  tin-  permission  of  the  Commission, 
and  without  giving  thirty  days'  notice.    This  is  a  deviation 
from  the  practice  in  many  other  states  where  the  Com  mis 
sion  is  directed  to  make  lawful  rates  for  all  systems  in 
the  state  on  the  assumption  that  the  rates  of  the  road  an 
unlawful. 

When  any  rate  of  n  railroad  is  challenged,  a  hear 
is  ordered  and  a  rompl,  t«-  investigation  is  made.  Up  to 
point,  it  must  he  shown  that  the  rate  of  the  railroad 
is  unlawful,  but  as  soon  as  the  Commission  fixes  a  m  w 
rate  it  in  turn  becomes  lawful  and  the  burden  rests 
upon  the  carrier  to  prove  its  unreasonableness.  Of  course, 
the  primary  principle  is  that  all  discriminations  and  iv- 
bates  are  prohibited  and  that  the  Commission  alone  under 
the  law  has  the  power  to  order  refunds  for  overcharges 
on  freight  shipments.  The  handling  of  these  cases  before 
the  Commission  and  before  the  courts  on  appeal  is  similar 
for  railroads  and  utilities  and  will  be  discussed  later  in 
the  chapter. 

The  Commission  controls  all  phases  of  the  problem  of 
service,  safety,  convenience  and  sanitation.  It  is  given  full 
power  to  regulate  switching  demurrage,  shortage  of  cars, 
weighing,  the  safe  construction  of  roadbeds  and  rolling 
stock  and  every  possible  detail  of  railroad  management 
touching  either  freight  or  passenger  transportation.  It 
orders  the  construction  of  spur  tracks,  the  protection  of 
dangerous  crossings,  the  erection  of  depots  and  even  the 
construction  of  union  depots  if  public  convenience  and 
necessity  demand.  Before  new  lines  of  railroad  can  he 
built  the  promoters  must  obtain  a  certificate  of  public 
convenience  and  necessity  from  the  Commission.  It  con- 
trols the  schedules  of  trains  and  their  conned  ions  at 
junction  points.  It  may  investigate  the  subject  of  wages, 
the  hours  of  labor,  and  prescribe  the  number  of  men 
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engaged  in  twitching  service  at  any  poir  it*r  a  law 

pined  at  the  1913  session  of  the  legislator,    it  .an 
the  joint  use  of  street  ks  in  order  to  facilitate 

the  handling  of  traffic.    The  validity  of  this  law  i»  now 
being  challenged  in  the  court*. 

Pi i  n  the  background  of  the  law.    All  the  books 

ad  companies  are  thrown  open  to  the  Com- 
mission.   State  auditors  are  empowered  to,  and  do,  review 
railroads  must  file  copies  of  all  contracts 
relate  to  transportation.    The  names  and  lists  of  all 
persons  granted  passes,  recipients  of  mileage  books  issued 
-H  than  cost,  with  a  complete  statement  as  to  why  they 
were  issued,  must  be  filed.     These  are  the  more  sali<  nt 
'•  s  <>f  the  law  aside  from  the  physical  valuation  of  the 
properties.    All  of  tin  drei.siona  and  statistical  tables  show- 
1  earnings  must  be  published.     The  Commis- 
's  records  are  always  open  for  public  inspection. 

REGULATION   OF   UTILITIES 

In  1907,  two  years  after  the  railroad  law  was  passed, 

th<-  1. rislature  extended  the  Commission's  powers  to  the 

public  utilities  of  the  statr.  in. -hiding  the  light,  telephone, 

;ig  and   telegraph   companies.     In   1911   toll 

•res,  and  in  August.  1'.  »!.">.  "jitneys,"  were  brought 
u  ithin  the  scope  of  the  Commission's  powers.  I'tility  legis- 

•i  also  covers  rates  and  service  both  of  municipal  and 

privat.-  plants. 

Unlike  the  New  York  and  Massachusetts  laws  which 

k  the  problem  through  the  control  of  future  capitaliza- 

Wisconsin  statute  makes  the  physical  valuation 

of  the  properties  the  crux.    The  statute  provides:    "The 

•nissioii  shall  value  all  the  property  of  every  public 

utility  actually  used  and  useful  for  the  coin.  ni. nee  of 

the   pul.li,-.      In   making  such   valuation   the  Commission 
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may  avail  itself  of  any  information  n  of  the 

state  board  of  assessment 

I'lohahly  IK.  law  (.11  tins  subject  in  any  state  carries  the 
publicity  requirement  as  far  as  does  the  Wisconsin  law. 
This  is  the  safeguard  thai  keeps  commissions  from  falling 
under  the  control  of  the  corporations.  Tin-  public,  too, 
is  able  to  judge  when  given  the  facts.  \Yith  publication 
of  the  facts  provided  umlrr  this  law  the  ordinary  man 
may  determine  whether  the  profits  of  the  company  ami 
its  rates  are  exorbitant. 

No  feature  of  the  law.  aside  from  physical  valuation, 
hlg  attracted  wider  attention  than  the  uniform  accounting 
provided  for  by  law.  The  accounting  has  been  adjusted 
to  fit  every  size  of  plant  and  every  class  of  utility.  The 
law  further  provides:  "No  public  utility  shall  keep  any 
other  books,  accounts,  papers  or  records  of  the  busings 
transacted  than  those  prescribed  or  approved  by  the  Com- 
mission/' 

In  order  that  private  initiative  may  not  be  discouraged, 
the  law  provides  that  the  Commission  may  approve  plans 
for  profit  sharing  and  the  use  of  the  sliding  scale  or 
any  other  method  to  encourage  individual  ingenuity  in 
the  reduction  of  rates. 

Additional  protection  is  furnished  the  private  investor. 
The  law  prants  each  utility  company  an  "indeterminate 
permit"  to  do  business.  All  limit,  d  franehises  have  been 
repealed.  The  companies  have  been  Driven  in  place  thereof 
the  ri-rlit  to  a  permit  to  do  business  durinir  :_rood  behavior. 
Under  this  feature,  however,  the  municipality  can  pur- 
chase the  property  at  any  time  on  a  valuation  to  be  fixed 
by  the  Commission.  At  first  this  feature  was  made  op- 
tional with  the  utilities. 

Finally  the  legislature  of  11)11  repealed  all  of  the  utility 
franchise's  in  the  state  and  granted  in  li.-u  thereof,  indeter- 
minate permits.  This  was  possible  under  a  clause  in  the 


THE  RAILROAD  AND  UnLITl    i  \\V8       7 

Wisconsin    constitution    ulu  the   legislature    tin- 

power  t«.  ah  i?ie.    The  corpor. 

in  gi  MM    in    i  No  competition    will    be 

allowed  an  existing  utilitv    unN-.v,  in  tin-  judgim-nt  of  th<- 
Commission    put.  ,.-,-  an<l   lUWMJty  dcmainl   it 

In   l!M  1   th.    |a\\    ;  .1  •  '.nn.-ction  of  r 

II  Was  paMHCtl   Uli'l    the 

IMHM  n..n  .luplication  law  was  en..  •>  years  I 

limr  th.    p.  monopoly  to 

all  unliti.s  ,  ;>. inies. 

.Municipal  out  iged.    The  legislature  of 

1907  repealed  the  law  pn>)iil>itin^  the  construction  of  a 
mum.-ipal    plant    in   com;.  .sitii   a   private  company. 

Mnniripalitu's  may  <•  ise  and  own  all  utili- 

ties except   t  s.     Other  existing  utilities  may  be 

a><  '1  by  municipalities  at  any  time  following  a  favor- 
al'l«-  \»t«-  of  tin-  propl,-  at  a  comprnsat  ion  to  be  fixnl  by  tli«- 
CommisNion  liiirht  to  pur.-ha^.-  s-  i  int.  rurban  lines 

was  granted  l>y  tli.-  I.-iri-latm-.-  in  I1 

tin-    prin. -ipl,-   that    has   nia.l.-   th.-    \Vis(-oiiMM 
railroad  law  »liM  in.-tiv.-  uhm  ,-ompan-.l   with  other  states, 

that  th.-  Commission  fix  absnlut- 

an.l  not  maximum  rates.    This  is  designed  to  prevm: 
crimination.     The  Commission  classifies  the  service  of  - 
utility   an.l    makes  a   rat.-   uniform  for  each  class. 

in  rate  is  a  discrimination  authorized  by  law. 
M>  fixes  the  Ktan<iar<ls  of  servic,   f,.r  the  several  classes 
of  utilit:  voltage  of  electricity,  the  heating  quality 

of  gas,  the  pressure  of  water  on  mains,  ity  with 

which   teh-p!  If  shall  be  answered  by  operators—- 

an.1  enforces  these  stan< la r.U  through  f iv. i uc nt  inspections. 

>  auth.'-  > iis  of  service  to  d  1st 

not  alr.-a.ly  served. 

Complaints  to  the  Commission  may  be  made  by  any 
person.  :i!-ia.  corporation  or  association,  or  by  any 
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cantile,  agricultural  or  manufacturing  society,  or  by  any 
body  politic  or  municipal  organization.  Often  when  the 
Commission  receives  a  complaint  limited  in  scope  it  makes 
a  general  complaint  on  its  own  motion  that  extends  tlu 
investigation  ipso  facto  over  the  nit  in-  field.  When  ini- 
tiated the  Commission's  motion  becomes  the  same  as  when 
a  regular  complaint  is  made.  To  set  aside  an  order  made 
by  the  Commission,  the  railroad  or  utility  against  \vhirh 
it  is  directed  must  prove  its  unreasonableness,  thus  shifting 
the  burden  of  proof  from  tin-  Commission  to  the  corpora- 
tion. If  any  new  evidence  is  presented  before  the  court 
the  case  is  immediately  remanded  to  the  Commission  It 
may  then  enter  a  supplemental  order.  This  necessitates 
that  all  facts  be  presented  to  the  Commission  in  the  first 
instance.  On  all  appeals  through  the  circuit  and  suprnnr 
courts  of  the  state  the  law  specifies  that  precedence  be 
given  these  cases  to  expedite  an  early  termination  of  the 
litigation.  Failure  of  a  railroad  or  a  utility  to  enforce  a 
Commission  order  within  the  period  fixed  by  the  decision, 
unless  restrained  by  the  courts,  is  punished  by  a  fine  of 
from  $100  to  $1,000  for  each  day's  delay.  The  railroad 
law  permits  a  maximum  fine  of  $10,000  a  day. 

In  1911  the  Commission  was  given  authority  to  regulate 
water  powers.  This  law  was  declared  unconstitutional.  An- 
other, broader  in  scope,  was  passed  at  the  1913  session. 

" Every  public  utility  in  the  state,  except  streets,  high- 
ways and  bridges,  is  brought  within  its  jurisdiction,"  says 
Professor  John  R.  Commons.1  "It  becomes  also  a  local 
government  board,  for  it  regulates  towns,  villages  and  cities 
in  their  management  of  these  undertakings.  Its  authority 
is  great  and  far-reaching.  It  employs  experts  and  apmts 
and  fixes  their  compensation.  It  enters  into  the  daily  life 
of  the  people  more  than  all  other  agencies  of  government 
comb  hi« 

* Review  of  Reviews,  Aug.,  1907,  224. 


:    ;    li 
COMMISSION   OBOANIZ.v  N'D  PROCEDURE 

>ad  Comrabwion  Law  of  Wisconsin  was  en- 
acted in  19<>  reated  an  appointive  commission  of 
three  members  in  whom  are  reposed  broad  powers.    Dis- 
rriiiiiiiHtions  and  rebates  were  pn.liit.it.  -I      The  books  of 
uilroad  companies  were  thrown  open.    Governor  La 
i  i  'rofessor  B.  H.  Meyer,  now  of  the  Inter- 
state Commerce  Commission,  who  was  succeeded  in  1912 

!    Uarlowe,  for  many  years  connected  wit! 
traffic  d«  ;  A  His- Chalmers  company  of  Mil- 

waul  rickson,  still  a  member  of  the  Com- 

mission ;  and  John  Barnes,  now  a  justice  of  the  Wisconsin 
Supreme  Court,  who  was  succeeded  in  1907  by  John  H. 
Roemer,  a  Milwaukee  attorney.  Carl  D.  Jackson  succeeded 
Mr.  Roemer,  and  Walter  Alexander  succeeded  Mr.  Har- 
lowe  by  appointment  in  1915. 

The  Railroad  Commission  has  un  supervision 

properties  valued  roughly  at  half  a  billion  dollars.     The 
it  restate  and  interstate  railroads  were  asncssod 
at  $340,242,000  in   l  sleeping-car  and  equipment 

companies  at  $2,666,000;  the  twenty-eight  street  and  inter- 
urban  lines  were  valued  at  $60,945,000;  the  six  express 
H  at  $807,500;  and  tin-  four  telegraph  companies 
at  $2,025,000.    A  law  passed  in  1907  extended  like  super- 
.  r  utilitirs.     In  lull'  thr  r.4:t  telephone,  271  elec- 
plants,  53  gas  concerns.  11)4  water  companies 
a  M.I  17  heating  concerns  had  $44,969,856  common  and  pre- 
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(1  stocks  and  $46,893,810.10  outstanding  bonds,  \\\\\\ 
gross  earnings  aggregating  $'J 1  .<>.",<  1.77 7.  .-m.1  wen  ierring 
a  consuming  public  of  •  •  In  1'»11  the  lr«/i-lat  mv 

ided  tin-  Commission's  authority  over  toll  bridges  and 
water-power  companies  of  the  state.    How  tin-  Conmu 
has  proceeded   in   handling  this   monumental  task  will    be 
detailed    in   later  chapters. 

As  previously  noted  the  law  creating  tin-  Railroad  <  'oin 
mission  provide-,  I'm-  tin-  appointment  hy  tin-  governor  of 
three  commissioners.  <-a<-h  for  a  term  of  six  yean,  "' 
whom  shall  have  a  knoulr. !«_'••  of  railroad  la\v.  and  tin-  other 
two  shall  have  a  p*  -in  -ral  und.-rstand  inj;  of  matters  relating 
to  railroad  transportation.  The  law  further  provides  that 
the  Commission  appoint  a  secretary;  employ  a  sufiieient 
number  of  clerks  and  stenographers  to  perform  the  clerical 
work  of  the  office,  and  sueh  experts  and  temporary  em- 
ployees as  are  necessary  to  perform  any  services  required. 
At  the  outset  it  became  apparent  that  the  cases  brought 
before  the  Commission  were  chiefly  of  three  classes,  namely, 
those  concerning  rates,  those  involving  service,  and  those 
in  whieh  le«ral  (juestions  arose.  It  was  found  that  efficiency 
could  be  best  maintained  by  having  one  commissioner 
supervise  the  handling  of  cases  of  one  class  only,  a  praetiee 
which  has  continued  ever  since.  Even  after  the  additional 
duties  of  administering  the  Public  Utility  Law  were  given 
by  the  passage  of  the  act  of  1907,  the  Commission  adhered 
to  this  general  plan  of  division  of  duties. 

As  the  work  of  the  Commission  has  grown,  the  staff  of 
employees  has  necessarily  been  increased.  Soon  after  or- 
ganization it  became  essential  that  the  Commission  have 
an  assistant  secretary  to  aid  the  secretary  in  the  handling 
of  such  matters  as  came  under  his  jurisdiction.  When  the 
legislature  added  to  tJie  duties  of  the  Commission  the 
administration  of  the  stock  and  bond  law,  it  became  the 
custom  for  the  assistant  secretary  to  make  all  investigations 
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and  recommendation*  pertaining  to  the  stock  and  bond 

.1          I  ndmenU  to  the  stock  and  bond  law  have 

'icreased  the  work  in  connection   with   i-a.v-»  of  that 

I    lint    nn1  I 

••n  necessary  to  have  additional  In  lp  to  attend 

to   tin-   u 

Each  commissioner  haa  a  aecretary  who  attenda  to  the 

Office    rniittn.  .     of    tin-   Commission    i> 

executive  head  of  all  •  r •  mpi. .\.-.-s     Tin-  staff  under 

hia  direction   i»  dmd.d   int.,  t'mir  ditT.-t  irtmenta, 

naint  I      tl..-  general  office  force,  the  ht.      • .  .. 
and  taritT  departmei 

••  general  office  staff  include*  *  t  hand  reporters, 

who*-  <i  -to  take  and  tranv 

hearings,    th.-    tiling    ••!. •!•!.-.    st. -nn^rapli. TS.    •/•  i..  ral   clerks 
and  measengers.  retaria]  force  of  this  office  receives 

an.l   .listriluit.-s  all   mail,  and   all    l.-tt.-rs 

are  sign*  iry  in  the  name  of  the  Commis- 

;••  work  of  making  digests,  syllabi  and  indexing  is 
done  in  the  general  office. 

I  -i. -,il  work  necessary  for  the  decisions  of 

iisM..n  is  of  such  a  na  r   it  has  been  found 

1  staff  into  tun    :i    isions, 

"f  \vhit-h  deals  with   tin-   i»n.l.l.-ms  arising  from 
administration  of  the   law    which  gives  the   Commission 
juris.li.-tinii    o\i-r   railma-U.   t-\preas  companies  and   tele- 
graph companies,  and  tin-  nth<  r  handling  \\nrk  of  a  similar 
natuiv    nn-l.-r   the   p;  of   tin-    I'uMir    I'tility    Law. 

EJach  division  is  headed  by  a  statist i.-ia-  means  of 

this  segregation  the  Connnis>  ..d-!.  d  t-.  stu<ly  more 

•  •ujrhly  than  would  oth.-r\\  is,-  •  ,.  the  peculiar 

problem  of  the  classes  of  business  with  which  each  division 

One  of  the  duties  of  the  railroad  statistical  division  is 
the  supervision  and  tabulation  of  the  reports  of  common 
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carriers,  with  the  exception  of  utreet  and  electric  railway*. 
Theae  last  two  wen*   in<  |u.i,,i   in   the  provisions  of 
nial  Railroad  Commission  Law,  but  the  fact  that  many 
rated  m  .-....•  ir. .•?;,, M  with  power  and  light- 
planU  has  led  to  the  diversion  of  the  work  connected 
uith   thnii  to  the  utility  st.  department     Every 

tiiakea  an  annual  detailed  statement  showing;  the 
operations,  both  of  the  system  as  a  whole  and  of  the  Wis- 
consin portion,  fm  the  year  •  fune  30.  On  Decem- 
ber 31,  each  year,  the  steam  railroads  make  another  report 
^  somewhat  t  ground.  The  railroad 
8tati.sti.-al  .livinion  prepares  the  blank  forms  for  both  of 
these  statements,  supervises  their  preparation  and  checks 
ami  tabulates  the  reports  as  they  are  returned.  From 
these  official  statements  and  from  other  sources  the  depart- 
pares  its  tabulations  of  unit  costs  of  operation 
A  wide  variety  of  units  is  in  use,  probably  the  most 
portant  being  the  miles  of  road— locomotive  miles,  train 
miles,  car  miles;  the  number  of  locomotives,  of  freight 
and  passenger  cars ;  the  number  of  passengers ;  the  number 
of  tons  of  freight  carried,  and  the  number  of  ton  and 
passenger  miles  made.  One  of  the  most  significant  f 

of  tin-  department  is  the  analysis  of  the  costs  of 
operations  together  with  the  operations  to  which  these  costs 
are  related,  so  that  it  may  determine  the  costs  of  the  various 
services  performed.  These  investigations  are  probably  the 
most  important  as  well  as  the  most  extensive  and  complex 
of  the  many  made.  Miscellaneous  data  essential  to  the 
decis  uses  is  also  supplied  through  this  department. 

,  Public  Itility  Law  of  1907*  provides  that  every 
utility  shall  lilt*  with  the  Commission  at  the  close  of  busi- 
ness on  June  30  each  year  a  balance  sheet  and  such  other 
in  format  ion  as  the  Commission  shall  prescribe.  Further- 


*  A  recent  snmdiMBt  itooiiw  tetophooo  eooipsaifls  to  wport  titeif 

condition  at  tho  clow  of  BMBMSi  on  Dtt,  :il. 
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more    it   must   show    in    ilrmi/.-d    drtail    tin-    \arimis    de- 
ments of  cost  per    unit    of  product  or  service.      These 

li.Lrun»s  the  Comnii^inn  must  pnMi.sli  in  its  annual  r«p..rt. 
Naturally  tlii^  \\urk  of  cnmpilat  inn  an. I  cln-ckirr/  is  a  p<>r 
tion  of  the  labors  of  the  utility  statistical  <li\  isimi.  l.ut  tli. 
•  b-partmriit  also  embraces  a  number  of  other  fund  inns 
\\liicli  an-  in.  iitinnr.l  in  more  detail  in  tin-  following  pages. 
Some  of  these  are  as  follo\\  i : 

I.  Preparation  of  accounting  and  statistical  data  I'm- 
us,-  in   t'nrmal  cases. 

II    Preparation  of  similar  data  for  informal  cases. 

III.  A  (••-..iintin^  work,  consisting  of  auditing  and  check- 
ing financial  records  and  furnishing  accounting  assistance 
to  utilities.1 

IV.  Keeping  the  files  of  public-  utility  rates,  rules  and 
regulations  and  preparing  the  rates  for  publication. 

V.  Determination  of  unit  costs  as  provided  by  law. 

VI.  Collection  and  compilation  of  material  for  reports, 
as  provided  by  law. 

The  engineering  staff  serves  jointly  the  railroad  ami 
the  tax  commissions,  and  has  been  organized  with  a  view 
of  serving  to  the  best  advantage  in  the  various  lin« 
engineering  work  required  by  the  two  commissions.  The 
department  is  in  charge  of  the  chief  engineer,  under  whom 
is  an  assistant  engineer.  Professor  W.  D.  Pence,  recently 
appointed  by  the  Interstate  Commerce  Commission  as  one 
of  a  commission  of  five  to  value  the  railroads  of  the  United 
States,  was  chief  engineer  for  the  Wisconsin  Railroad  Com- 
mission for  several  years  before  his  appointment.  Tim 
ral  office  force  of  the  department  attends  to  the  filing 
and  stenographic  work,  the  blue-print  in<r,  and  cost-keeping 

1  Tito    thir.l    phase  noted,   that  of   accounting,   IB  elaborate!    iu 
another  chapter. 
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lie  department    On.  ngtneer  inspector  with  a 

corps  of  assistants  handles  the  valuation  of  roadways  and 
roadway  at  ami  makes  situation  mroyi  in  con- 

nection  \Mtii   in  \  estimations  of  parade  crossings,  valuation 

an. I  inspection  <>f  I..-,  i".  1.  \atmn  work  and  track 

• 

i  lake  va  I  «»f  steam  roads,  ml  ling  Ktock  of  steam 

roads,  boilers,  engines,  pumps  ami   ;  n  connection 

\\ith  .iii-l  ptihlic  utility  plant*  and  further  attend 

t«>  such  special  investigations  as  an-  DMeMUJ!  in  eomphiinN 

against  heating  companies.    The  electrical  eqmpim -nt  in 

spector  and  his  assistants  bear  the  same  relation  to  electric 

lines  as  does  the  mechanical  inspector  to  the  steam  roads. 

The  electrical  «!istril.uti«.n  ami  t.  I.  phone  inspection  group 

of  elect  i  i  systems  and 

hone  plants      In  (harp*  of  the  water  and  gas  distrilm- 

ti.-n  is  a  '.  uith  his  assistants, 

values   gas   and    wat  ns,   gas    Imi.i.rs   and   steam 

pipes;  invest  ami    in 

ii  \\itli  tli.-  iiK-chani.-al  .-iiL'im.  r  makes  fire  stream 

tests  and  pressure  surveys  for  .1.  i.  nnmm-  the  adequacy 

works  s«>r \i>-c     Thfl  '.'^  plant  r.piipm.-nt.  inspector 

iles  the  valuation  of  gas  plant  equipment  and  various 

!>inlil.  ins      Tii.   expert  on  lijrht  and  heat 

ami  i  •••  assistants  have  charge  <>f  the  inspection 

<»f  the  <|iiality  of  the  service  furnished  by  gas  and  el* 

1    t.-l. -phone   coinpani.x       The   civil    engineer    in- 
spect urge  of  valuation  <>f  lan.l  ami  huil. lings  values 

is.    hnil.l 

The  sal'-  •  ice  inspe<  t..r  investigates  railway  » 

an. I  acci.lcnt  Im  the  installation  ami  operation 

•eking  plants  and  block  signals.    The  passage 
of  what  i  as  the  \Y;.«  t   hy  th.-  legiala- 

•  f  another 

he  stan*  \\hi<  h  dan. lies  the  engineering  phases 
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of  the  water-power  problems.  Within  the  past  few  years 
the  Commission  has  found  it  best  to  establish  a  branch 
of  the  engineering  department  in  .Milwaukee.  There  have 
arisen  so  many  cases  which  require  almost  constant  attend- 
ance of  members  of  the  engineering  staff  in  that  city  that 
several  men  have  been  permanently  assigned  to  that  office. 
The  tariff  department  has  charge  of  all  schedules  of 
rates  relating  to  railway  and  express  companies.  On  May 
17,  1911,  the  legislature  enacted  a  law  providing  that  no 
change  in  rates  or  classification  shall  be  made  until  such 
change  has  met  the  approval  of  the  Commission.  Applica- 
tions for  amendments  to  utility  rates,  or  for  new  rat.- 
schedules,  are  .investigated  by  the  Commission.  If  they 
itute  increases  a  formal  case  is  required.  The  number 
of  such  applications  examined  each  year  is  as  follows: 


APPLICATIONS  FOR  AMENDMENTS  TO  RATES  INVESTIGATED 


Year  Ended 

Railroads 

Utilities 

Total 

June  30,  1912* 

1,006 

69 

1  075 

June  30,  1913 

837 

278 

1,115 

*  Records  of  these  applications  not  tabulated  prior  to  1912. 

The  denial  of  most  of  these  applications,  which  would 
be  put  into  effect  immediately  if  there  were  no  commission, 
saves  the  public  many  millions  of  dollars  a  year.  Chapter 
59  of  the  Laws  of  1913  provides  that  any  person  may  send 
or  bring  to  the  Commission  any  railroad  or  express  expense 
bill  or  receipt,  and  have  it  examined  for  correctness  as  to 
weights,  rates  and  charges,  and  if  after  investigation  the 
Commission  shall  find  any  weight,  rate  or  charges  incor- 
rect, it  shall  order  the  company  in  error  to  refund  to  the 
person  aggrieved.  Both  of  these  statutes  have  materially 
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increased  the  labors  of  the  tariff  department.    All  the  ratal 
Mi.  utilities  are  kept  by  a  rate  clerk  under  the  direc- 
of  the  utility  department  statistician. 
Some  yean  ago  the  regents  of  the  University  of  Wiscon- 

sin rstalili.sh.-il  two  "working  Mlowships.  "  pn.vi.lintf  that 

graduate  students  of  the  dcpa  <>f  economics 

should  devote  half  th.  -ir  tune  to  study  and  half  to  the 

work  of  the  Commission.    These  students  are  assigned  to 

the  different  as  th.  ir  services  are  needed  and 

come  in  touch  with  the  whole  work  of  the  Commis- 


of  its  organization  to  June  30,  1913,  the 
Railroad  Commission  of  Wisconsin  had  considered  2,511 
formal  and  5,237  informal  cases.  While  the  larger  part 
of  these  were  complaints  brought  before  it  by  the  people 
of  the  state,  they  by  no  means  constitute  all  the  cam 
considered  by  this  Commission.  Conditions  are  often 
•1  w  I.  i«-h  lead  to  an  investigation  by  the  Commission 
on  its  own  motion.  This  is  especially  true  of  the  cases 

ng  to  railroad  service  and  crossings. 
Perhaps  the  most  important  work  of  the  Commission 
is  hearing  and  deciding  the  various  cases  which  arise  under 
its  jurisdiction  and  carrying  its  decisions  through  appeals 
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to  the  courts.     Tin-  preceding  table  lists  the  cases  chrono- 
InLrirally  as  commenced. 

Many  other  complaints,  besides  tln.se  resulting  in  ti 
cases,  are  settled  in  conferences  or  by  correspondence,  with- 
out  action  between  the  parties.     The  Commission  '>  daily 
mail  averages  three  hundred  letters.    Complaints  and  p.-t  i 
tions    which    have   to  be   passed    upon    number    moiv    than 
twenty-five  for  every  working  day  of  the  year. 

Of  all  the  eases  brought  before  the  Commission  thus  far 
the  ivmrds  show  that  between  90  and  95  per  cent  are 
decided  in  favor  of  the  public. 

It  is  well  in  this  connection  to  trace  the  procedure  in 
a  formal  case  before  the  Commission.  When  eomplaint  is 
brought  against  a  public  service  corporation,  the  secretary 
sends  to  the  respondent  company  a  copy  of  such  com 
plaint,  and  notice  that  investigation  has  been  started. 
After  ten  days,  a  time  and  place  of  hearing  are  set.  The 
complainant  may  be  represented  by  counsel  or  may  appear 
in  person,  or,  if  he  so  please,  may  submit  his  ease  by  brief. 
i:\hibits  are  submitted  at  the  hearing  by  both  parties. 
If  the  matter  involves  rates,  it  is  generally  heard  by  the 
commissioner  whose  duty  it  is  to  take  charge  of  such  cases. 
The  matter  is  then  taken  up  by  the  engineering  department 
which  makes  a  valuation  of  the  plant.  These  valuations 
are  made  for  rate  purposes,  for  municipal  purchase,  stock 
and  bond  cases  and,  in  some  instances,  to  furnish  a  basis 
for  opening  accounts.  When  the  valuation  is  completed 
the  facts  are  turned  over  to  the  statistical  department.  A 
careful  analysis  is  there  made  of  the  financial  and  statistical 
data  submitted  at  the  hearing,  and  comparisons  made  with 
information  from  other  sources.  It  is  often  necessary  to 
obtain  more  detailed  information  before  the  proper  com- 
parisons can  be  made.  An  investigation  of  statistics  of 
operation  and  sales,  including  statistics  of  load  and  output, 
of  consumption,  development  of  business  and  saturation  of 
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itage  of  TH  and 

..-!  l»st  an. I  iinaeeoir  1  the  di>* 

of  sales,  as  is  the  detenu  H. 

•  •I'  the  baaia  of  return  and  '  tig  expenses. 

eo.st    .MUM-    i>   tli.  ii    draun   and   sul»mitt«-d    aini    from 
1 1 -1-1 1  is  enabled  to  formulate  a  schedule  of 
rates. 

bfl  procedure  in  a  railroad  or  express  case  is  very 
similar.    It  may  be  noted,  however,  that  the  railroad  valua- 
-  are  made  from  year  to  year,  while  the  valuations  of 
public  utility  plants  are  mad*-  only   when   rv.juired. 

When  the  case  before  the  Commission  involves  service, 
ties,  grade  crossing  or  track  elevation  or  de- 
pression, the  commissioner  who  handles  such  cases  holds 
tin*  hearing  at  or  near  tin-  place  in  question  and  very  often 
makes  personal  investigation  of  tin-  situation.    If  this  plan 
1  a  member  of  the  engineering  staff  is  detailed 
to  make  a  thorough  study  of  the  problem  and  submit  a 
report 

If  no  effective  date  for  an  order  is  fixed  by  the  Com- 
mission, the  law,  under  the  terms  of  the  statute,  becomes 
uithin  tu.nty  .lays.     Generally,  however,  the  or- 
Lrives  respondent  a  certain  number  of  days  to  comply 
\\itli  the  onl.-r.     The  opinions  of  the  Commission  are  pub- 
«l  separate!^  -  made,  an- 1  hit.  r  gathered 

t.oiin.l  volumes.  nf  \\liieli  thirteen  have  already  been 

••»»  are  complex  problems  in  many  cases  which  re- 
quire the  eoinpilation  of  additional  data  and  delay  decision 
iu  the  MI.:".  !•  Expert  a<l\ice  is  also  often  essential,  espe- 
cially in  the  sflgi]  -  which  arise.  Full\ 
of  the  employers  of  are  graduates  of  the 
Wixennxin.  Hon.  Max  Thelen.  now  a  member 
of  the  California  < 'oinmission  taking  a  study  of  the 
difiVrent  state  commissions,  recently  said  of  the  Wisconsin 


SO       RAILROADS  AND  PUBLIC  UT II.  IT  IKS 

Commission  and  its  relation  to  the  University  of  Wis- 
consin: l 

This  relation  is  of  very  great  assistance  both  to  the  University 
and  to  the  Coinini>-i"ii.  It  helps  the  University,  because  quite 
a  number  of  her  instructors  are  enabled  to  do  practical  work  and 
to  bring  to  their  classes  the  point  of  view  of  a  practical  man. 
The  University  is  also  very  materially  aided  because  the  people 
of  the  state  see  that  it  is  helping  them  to  solve  some  of  their  most 
important  practical  problems,  and  for  that  reason  gives  her  gen- 
erous support.  The  arrangement  is  also  of  very  material  assist- 
ance to  the  Commission.  It  gives  to  the  Commission  unpreju- 
diced men  of  scholarliness  and  thoroughness  and  high  ideals  of 
public  sen-ice.  I  am  convinced  that  the  Wisconsin  Commission 
could  not  have  attained  its  present  high  stage  of  efficiency  it  it 
had  not  been  for  its  close  association  with  the  State  University. 

1  Thelcn,  Report  on  Leading  Railroad  and  Public  Service  Com- 
missions to  California  Railroad  Commission,  1911,  42. 
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PHYSICAL  VALUATION  OF  RAILBOAD8  AND  UTILITIEB 

Physical  valuation  of  railroads  and  public  utility  prop- 
erties as  a  basis  for  determining  s.-rvi.-,-  n-<juin-ments  and 
rate  schedules  is  as  essential  in  th.  plan  of  state  regulation 
itise  enterprises,  as  an  inv.  ntory  cost  of  each  grade  of 
lo  in  a  retail  store  is  necessary  to  the  storekeeper 
before  placing  his  goods  upon  the  mark,  t      In  the  past 
twenty  years  a  new  economy  has  gained  foothold.     The 
is  not  to  base  charges  for  service  on  what  tin- 
traffic  will  It.-ar.  but  upon  the  cost  per  unit  of  service. 
Phys  >rtant  factor  in  the  establish- 

•  ',  rtltitions  between  the  public  and  the 
utilities.  When  combined  with  tin-  proper  determination 
of  operating  expenses,  it  will  aM  in  giving  the  public  the 
tru»»  cost  fa«  • 

Up  to  1903  the  railroads  of  Wisconsin  were  not  valued 
ixation  purposes  as  other  properties.    They  paid  taxes 
in  tin-  form  of  license  fees  upon  their  gross  earnings.    A 
report  of  the  state  Tax  Commission  showed  that  the  rail- 
roads pai-i  only  ..*>:>  p.  r  •  •••nt  of  their  market  value  (gauged 
on  average  value  of  stocks  and  bonds)  in  taxes,  while  the 
••re,  manufacturers,  home  owners  and  others  paid  1  1  » 
per  cent,  or  ov<  r  twice  as  much.    Such  a  disclosure  finally 
resulted,  after  a  l>itt<  r  ;;-/l.t.   in  the  passage  of  the  ad 
law,  *  which  provided  for  the  physical 

'La  Foltotte,  Autobiography,  243;  Report  of  Wisconsin  Tax  OOB- 
1*07,  Ml  ML 
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\aluatioii  nf  tin-  railroads  of  tin-  stair,  and  the  taxation  of 
tin-in  mi  the  same  hasis  as  general  property.  Tin-  imme- 
diate eff(  to  increase  railroad  taxes  more  than 
$600,000  annually.1  I'hysieal  valuation  was  made  the 
foundation  .stone  nf  the  liailmad  ( 'oniinission  Law  enacted 
two  yean  lat.-r.  Tin-  valuation  theory  lias  sinee  l.een  ex- 
tended, both  for  taxation  and  rate  making  purposes,  to  the 
other  public  utilities  of  the  state. 

The  Kailroad  Commission  is  directed  by  law2  to  ascer- 
tain the  amount  of  money  expended  in  the  construction 
and  equipment  of  every  railroad,  the  cost  of  the  right  of 
way  and  "the  amount  it  would  require  to  secure  the  ri^lit 
of  way,  construct  the  roadbed,  tracks,  depots  and  other 
faciliti.-s  for  transportation,  and  to  replace  all  of  the  phys- 
ical properties  belonging  to  the  railroad."  It  must  aU<» 
ascertain  the  amount  of  outstanding  bonds,  when  issued. 
the  price  paid,  and  the  amounts  paid  in  securing  fran- 
chises. All  similar  information  in  possession  of  the  state 
Tax  Commission  is  placed  at  the  disposal  of  the  Railroad 
Commission. 

The  first  railroad  valuations  in  1903  were  made  by 
Professor  W.  D.  Taylor  and  an  engineering  staff  under 
the  direction  of  the  state  Tax  Commission.  These  figures 
have  since  been  revised  annually.  In  this  work  the  plan 
followed  was  similar  to  that  adopted  by  Michigan  and 
as  outlined  l>y  Professor  .Mortimer  E.  Cooley  of  Ann  Ar- 
bor.8 Since  1905  the  engineering  staff  has  made  these 
valuations  jointly  for  the  Tax  and  Railroad  commissions. 

The  physical  valuation  of  the  railroads  of  the  state 
includes  an  inventory  of  each  railroad's  property  to  the 
minutest  detail,  even  to  the  bolts  and  paint,  and  a  deter- 
mination of  cost  of  reproducing  the  same  railroad 

,,rt  of  Wisrmisin  Tax  Commission,  1909,  83. 

l  Mil:',,  *><•.  1797-20. 
•Report  of  Tax  Commission,  1907,  269. 
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in    iU  present  «•  The  cost   «.f   n  production    is 

assumed  to  be  what  it  \\. .,»!•!  cost  to  n-produ--.-  th«-  road 
at  present  prices.  In  cmlrr  to  ••  ;il  present  price* 

s  for  five  yearn  an*  coat 

of  reproduction  m  present  <••  he  coat  of  rcpro- 

'ii  new  leaa  the  amount  of  a 

final  appraisal  aheeta  for  each  road  contain  thirty-seven 
items  of  physical  \aluation,  of  wln.-h  th.  mop-  important 
are:  •'  way,  station  grounds,  real  estate,  grading, 

tunn  _res,  ties,  rails,  track  fast'  ogH,  switches 

and  crossings,  ballast,  truck  la\  n.-  an 
crossingH.  cattle  guards  and  signs,  int.  ri...-!.n,L'  an-i  signal 
apparatus,  telegraph  and  •   lines,  station  Inn  Mings 

tixtures,  shops  and  roundhouses,  tools,  water  stations, 
furl    stations,    grain    elevators,    warehouses,    docks    and 
ves,  miscellaneous  strut  MI  -   .  nu'in. .  i  in«c  supcrintcn- 
an.l  legal  expenses  at  cost  of 

reproduction  new  of  all  of  tin-  it. ms  befoiv  ned— 

locomotives,  passenger  r.|iii|.m.-n'  1  steamships, 

rlrrtrir  plants,  shop  tM|uipiih'iit  and  tools,  freight  on  con- 
stru.tinn  material,  int.  n  xt  .luring  construction  and  stores 
and  supplies. 

These  items  are  divided  and  subdivided  and  pi\<  n  in 
su<  h  detail  that  the  Railroad  Commission  has  before  it 
fairly  rrliaM.-  information  to  «:ui.lr  it  in  making  rates 
upon  a  fair  value  of  tl>  ll..\v  this  valuation 

is  used  preparatory  to  tuaking  rates  is  probably  best  out- 
linnl  in  thr  linrll  «-asr  which  was  an  application  for  a 
reduction  of  passenger  fares.  This  opinion  has  been  used 
as  an  economic  textbook  for  stn.lv  in  some  of  the  college 
classes  of  the  country  and  the  basis  laid  down  in  it  waa 
followed  by  the  federal  post-office  anthoi  iti.s  \\hcn  they 
recently  in.juir.-d  into  the  cost  of  handling  the  mails  on 

1  Report  of  Tax  Commission,  1012,  13. 
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Discussing  the  question  of  a  railroad  valuation  for  rate- 
making  purposes  the  Commission  in  the  Buell  case  said  :  ' 

What  constitutes  :i  fair  valuation  of  the  plant?  Is  it  the 
original  008t  of  construction,  the  amount  at  which  il  is  capitali/.ed, 
the  cost  of  reconstruction  new,  or  the  cost  of  reproduction  up  to 
its  existing  condition?  The  original  cost  of  const ruction  i>  an 
item  that  cannot  generally  be  ascertained  except  for  relatively 
new  roads.  Most  of  the  mads  were  built  by  construction  com- 
panies whose  records  are  not  in  .  and  then  turned  over 
to  some  company  at  a  different  value  than  the  original  cost. 
Many  of  the  roads  are  undergoing  constant  improvements ;  in  fact, 
some  of  them  have  been  almost  entirely  rebuilt  since  the  time 
of  their  first  construction.  The  original  cost  as  well  as  the  amount 
that  has  been  expended  upon  the  plant  to  any  given  date,  exclu- 
sive of  the  maintenance,  are  items  that  for  these  and  other  rea- 
sons cannot  be  obtained,  and  which  would  probably  be  of  little 
value  if  they  could  be  had. 

The  capitalization  of  the  roads,  or  the  bonds  and  stocks  issued 
by  them,  in  most  cases  falls  short  of  being  a  fair  index  to  a 
reasonable  valuation.  The  main  reason  for  this  is  found  in  the 
manner  in  which  these  securities  are  issued.  The  railroads  are 
often  both  constructed  and  equipped  by  the  proceeds  obtained 
from  the  sale  of  their  bonds,  while  the  stock  is  often  thrown  in  as 
a  bonus.  Again,  bonds  and  stocks  are  often  issued  for  other 
purposes  than  construction.  Many  roads,  for  instance,  issue 
securities  for  the  purpose  of  acquiring  an  interest  in  other  roads, 
or  in  other  property  than  that  which  can  properly  be  considered 
as  a  part  of  their  respective  plants.  At  times  the  securities  are 
sold  at  a  discount  and  the  bonds  alone  may  often  amount  to  more 
than  the  entire  cost  of  the  road.  For  these  and  other  reasons 
the  capitalization  is  subject  to  great  variations.  In  some  cases 
it  may  greatly  exceed  the  amount  actually  invested,  or  what  might 
be  a  fair  valuation  of  the  property.  In  other  cases,  again,  it 
may  correspond  quite  closely  to  the  true  value  of  the  plant,  or  it 
may  even  amount  to  less  than  this  value.  From  these  facts  it 

1  Buell  v.  Chicago,  Milwaukee,  and  8t.  Paul  Railway  Company.  1 
Wiaconsim  Railroad  Commission  Report,  478  et  seq. 
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Mams  clear  that  the  bonds  and  stocks  which  are  outstanding 
not  represent  what  the  roads  are  reasonably  worth  and  the 
amount  upon  which  they  are  entitled  to  a  fair  return. 

Kluction  baa  bean  suggested  as  the  valuation 

Hiight  be  fair  to  all  concerned.    This  eost  includes  the  value 

ht  of  way,  yards,  and  terminals  at  two  and  one-half 

times  the  prices  of  adjacent  real  estate,  or  at  some  other  pries 

! tides  the  cotit  lings  and  structures  of 

all  kind*,  new,  if  count  nirted  at  current  prices  of  material  and 

labor.    It  furtlu-r  in. -hides  the  labor  and  material  at  current  rates 

ie  construction  of  tho  road  and  its  equipments,  together  with 

tion,  eost  of  material  on  hand,  freight  charges  on  the  material 
used,  etc.  In  shot  item  of  expense  which 

h  tilding  the  road  to-day,  including  the  in- 
terest on  the  investnuMtt  during  the  construction  period. 

••  cost  of  rebuilding  the  road  in  question  in  this  state  to-day 
would  no  doubt  be  considerably  greater  than  it  was  at  the  time 
when  the  greater  part  of  it  was  constructed.  .  .  .  The  construe- 
"f  a  considerable  portion  of  the  road  was  subsidized  by  land 
s  and  bonuses  of  various  kinds.    Whether  under  these  eon- 
ditions  the  cost  of  reproduction  new  to-day  can  be  considered  a 
Itasis  of  the  valuation  of  the  property  for  the  purposes  in 
view,  may  perhaps  be  questioned.     On  the  other  hand,  it  can 
perhaps  be  said  that  the  owners  of  the  railroad  property  are  en- 
i crease  in  the  value  of  their  property  that  may  ac- 
crue from  the  progress  of  the  in   which  it  lies,  and 
have  as  much  right  to  the  not  rements  in  the 
••al  value  of  their  property  as  the  owners  of  any  other 
property. 

The  cost  of  reproduction  new,  reduced  by  depreciation  in  the 

valuation.  The  value  obtained  upon  this  basis  can  be  defined  as 
the  value  under  existing  conditions.  In  this  ease  the  costs  of 
the  right  of  way  and  grading,  and  of  the  material  on  hand  are, 
of  course,  the  same  as  umlrr  the  cost  of  reproduction  new,  but 
practically  all  the  other  items  are  lower.  This  value  represents 
the  physical  property  used  for  the  purposes  of  transportation  at 
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tin-  time  of  the  appraisal.  <Mi  the  face  of  it.  it  would  appear  t.» 
be  most  equitable  of  all  the  valuations  upon  \\hich  the  interest 
should  be  floured.  Whether  this  is  really  so  depends  upon  many 
other  fact. -IN  Midi  as  the  |"  wliirli  have  been  made  for 
depreciation  ami  how  n>-i  ..I  n  production  new  compare^-  with  Iho 
•ml  cost  <>:  -lion  where  this  can  he  ascert ained.  De- 
preciation is  as  a  rule  covered  by  the  allowance  which  is  regu- 
larly made  for  maintenance 

If  a  single  basis  of  valuation  is  to  be  adopted  the  cost  of  re- 
production, less  depreciation.  is  the  lowest  that  mi-ht  be  figured. 
The  Stock  and  bond  valuation  calculate*!  on  the  market  values  of 
the  securities  would  be  the  highest.  Tin-  lir>t  basis  leaves  out  of 
account  the  value  of  the  plant  as  a  going  concern,  the  business 
it  has  built  up  and  the  business  connections  it  has  made.  The 
second  basis  may  be  the  direct  result  of  excessive  rates.  While 
the  cost  of  reproducing,  new.  the  property  of  the  railway  com- 
pany under  consideration  in  Wisconsin  as  found  by  the  tax  com- 
mission, in  11)05,  was  $<i'J.!)70. 000.00,  the  properly  was  actually 
assessed  by  said  commission  in  that  year  for  $73,700,000.00. 
What  may  be  a  fair  value  in  a  given  year  for  taxation  purposes 
is  not  necessarily  a  fair  one  for  rate  making  purposes.  The 
hise  value  or  the  earning  power  of  a  railway  property  may 
be  and  often  is  enhanced  by  the  imposition  of  excessive  rates. 

But  in  so  far  as  the  courts  have  laid  down  any  rule  for  our 
guidance,  we  are  precluded  from  adopting  any  single  basis  of 
valuation,  to  the  exclusion  of  other  bases  or  considerations.  In 
-mythe-Ames  case,  cited  sujna,  the  I'nited  States  Supreme 
Court  says  that  in  order  to  ascertain  a  correct  valuation  the 
original  cost  of  construction,  when  it  can  he  determined,  the 
amount  expended  in  permanent  improvement*,  the  amount  and 
market  value  of  the  stock  and  bonds,  the  present  as  compared 
with  the  original  cost  of  construction,  the  probable  earning  ca- 
pacity of  the  property  under  lawfully  prescribed  rates  and  the 
sum  required  to  meet  operating  expenses,  all  are  matters  for 
consideration  and  are  to  be  given  such  weight  as  mriy  be 
and  right  in  each  case.  The  court  says  that  it  is  even  probable 
that  other  considerations  should  be  taken  into  account  in  deter- 
mining the  question. 
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We  have  carefully  considered  thi*  matter  of  valuation  and  the 

iia  element-  thai  nhuuld  be  taken  into  account  as  derided  by 

the  eouH.    Our  eonclu«ion  is  to  near  to  the  cunt  of  reproduction 

new,  that  we  have  concluded  to  adopt  that  valuation,  not  because 

i»pena  to  be  made  on  any  particular  baaia,  but  became 

.1  composite  value  arrived  at  after  taking  into  ac- 
count tin*  \anous  element*  suggested  by  the  « 

VALUATION   OF   PUBUC   UTILITIES 

same  methodii  aa  are  employed  in  the 

i   of   milroada  are   lined   by   the   Cominimion    in 

valuing  puhli«-  utilities.    Th.-  lau  i-.--jmr-.-s  the  Commiamion 

to  vulin-  "all  of  the  property  of  every  utr  illy  used 

and  useful  for  Consid< 

tha  law.  •  ••(!  in  a  "fair  valua- 

M. il  ml  ..f  ronstrurtion.  the  coat  of  repro- 
>i  tut  ion  nc\\.  tlie  cost  of  reproduction  less  depreciation, 
financial  statements  d«-t ailing  s,  operating  expenses 

and  capitali/.  re  oonaidi  -.11  of  these  costs  must 

be  carefully  stmlir.l.  \\itli  spmai  r.  ft-rence  to  local  con-li- 
tions  -ij»  the  valuation      Nritlu-r  the  "market  valu.-" 

nor  the  I/.«H!  value"  of  a  public  utility  furnishes 

a  safe  foundation  for  rate-making.     Su.-h  \aluations  may 
be  predicated  on  excessive  rates  which  are  themselves  in 
The  same  objertion  hoi, Is  tru.-  whm  the  valua- 
is  based  on  a  capitalization  of  net  earnings. 
The  first  step  in  th.-  process  of  valuation  is  to  secun-  a 
•y  of  the  plant.    The  original  cost  should 
i  id  from  an  examination  of  the  books  and 
records  of  the  company.     .Many  .liiVu -ulties  have  been  en- 
countered by  th.-  investigators  in  this  field.     In  some  of 
-  plants  the  records  have  been  lost  or  .!- 

1  Hill  rt  ai  v.  Antigo  Water  Co.,  1900,  3  W.  R.  C.  B^  722,  1,025. 

'.>ur*al  Printing  Co.  ,t  nl.  v.  Madi*m  Go*  f  Kkctric  Co.. 
1910,  557  558,  033;  City  of  Milvamkte  v.  T.  M.  E.  R. 

f  L.  Co.,  1913,  10  v. 
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and  those  who  participated  in  the  early  op.-rat ions  of  the 
company  can  furnish  little  information  due  to  the  lapse  of 
time.  Chairman  John  II.  Koemer.  of  the  Railroad  Commis- 
sion of  Wisconsin,  in  an  address  l..-t'..r.-  the  Southern  Qas 
Convention,  at  Mobile,  Alabama.  April  \i:\.  l:M  \.  said  that 
"in  numerous  cases  of  appraisement,  approximating  one 
hundred  and  fifty,  there  were  few  in  which  the  financial 
and  engineering  records  of  the  plant  from  its  inception 
were  in  existence  and  available.  In  most  all  cases  it  was 
necessary  to  construct  a  history  of  the  plant  from  such 
isolated  records  as  could  be  found  and  such  facts  and 
traditions  as  the  memory  of  those  living  could  furnish 
and  principally  from  comparative  data  with  respect  to 
similar  plants."  The  experience  of  the  Commission  has 
shown  that  the  difference  between  an  original  cost  valua- 
tion based  on  a  complete  history  and  a  cost  obtained  for 
the  same  plant  constructed  according  to  comparative  data, 
is  almost  nil.  The  original  records  can  seldom  be  relied 
upon  without  the  closest  scrutiny.  Often  it  is  discovered 
that  items  have  been  raised  to  an  arbitrary  level  to  offset 
or  furnish  a  basis  for  stock  issues.  Items  that  should  be 
charged  to  operating  expenses  are  found  in  the  construc- 
tion account.  All  these  errors  must  be  eliminated. 

This  value,  again,  may  be  different  for  a  plant  which 
has  not  been  constructed  at  one  time,  but  by  piecemeal 
depending  upon  the  needs  of  the  population  to  be  served. 
But  as  a  rule  such  extensions  cannot  be  urged  as  more 
costly.  After  much  investigation  the  Commission  in  a 
leading  case  said : 1 

While  there  are  conditions  that  tend  to  inrroa.se  the  cost  un- 
der piecemeal  construction,  there  also  appear  to  be  certain  fac- 
tors which  may  have  the  opposite  effect.  Extensions  to  plants 
are  often  of  such  nature  that  their  cost  during  the  construction 

1  State  Journal  et  al.  tit.  supra.,  549,  931, 
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period  is  met  out  of  the  current  receipts  or  fund*  on  hand  in  such 
a  way  that  little  or  nothing  in  (he  way  of  interest  charge* 
renlily  iiirunv«l  until  tho  extensions  at  .  and  financed 

in  (he  usual  manner.    Again  ibe  planning  and  Mij^rvuion  of  the 
work  of  such  extensions  U  oft<  always  performed  by 

icers  and  employee!  of  the  company  without  any 
inereaae  in  the  aalary  or  wages.    The  entire  amount  of  aueh  su- 
perviaory  eoat  b  usually  charged  to  the  operating  expenses,  and 
•  t-nds  materially  to  reduce  the  eoat  of  engineering  and  taper- 
viaion  of  theae  extensions.     These  and  similar  economics,  often 
•lo  under  the  conditions  described,  are  nut  without  sig- 
nificance in  passing  upon  the  eoat  of  piecemeal  construction  and 
may  go  far  in  offsetting  many  of  the  factors  which  usually  make 
piecemeal  construction  relatively  the  more  «* 

When  all  of  these  book  facts  have  been  gathered  and 
tested,  among  the  more  important  cost  items  to  be  found 
\\ill  be:  land,  labor,   materials,  cost  of  promotion,  bond 
discounts,  cost  of  engineering  services,  legal  advi«>.  interest 
ipital  during  construction.  ta\rs,  insurance  and  gen- 
rxpenses  during  the  construction  p«-rio,l  and  cost  of 
agencies  that  arise  durii  ocess  of  construction 

tinal  result  obtained  from  o  :  these  items  will 

be  the  original  cost  of  the  plant. 

The  original  cost  thus  obtained  does  not  rcpre- 

present  value  of  the  properties.  From  the  day 
that  the  plant  was  completed  it  began  to  depreciate  in 
value.  Obsolescence,  age  and  inadequacy  make  the  parts 
lest  valuable  when  appraised  than  when  new.  As  this 
depreciation  is  constantly  going  on  a  part  of  the  operating 
income  should  be  set  aside  annually  that  the  plant  may  be 
replaced  when  it  becomes  useless.  Sound  as  this  business 
policy  seems,  it  was  not  generally  adopted  by  the  utilities 
until  aft-  Mient  of  tin-  1'uMir  I'tility  Law.  The 

aim  in  the  establish nu-nt  of  tin-  <lrpnviation  fun.l  is  to  keep 
the  original  investment  intact.    A  system  of  uniform  ac- 
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•  -minting,  and  plans  for  depreciation  allo\van. 
in  later  chapters,  pres.-rihc  tin-  limitations  upon  tin-  n 
the  depreciation  charges  and  thus  pn-v.-nt  tin-  oae  of  the 
fund  for  other  purposes.    To  obtain  tin-  value  <.r  the  plant 
at  tin-  time  of  the  appraisal  it  is  necessary  to  determine  the 
amount   of  depreciation1  and  deduct  the  same  from  the 
original  cost. 

Next  the  cost  of  reproduction  of  the  plant  is  ascer- 
tain. •«!.  With  Ji  complete  inventory  of  the  properties  us,-d 
an<l  useful  to  the  utility  and  a  suitable  price  per  unit  for 
eaeh  piece  of  property  determined,  the  result  will  be  the 
cost  of  reproduction  of  the  plant.  To  derive  this  cost 
requires  a  great  deal  of  engineering  work  and  special  skill. 
The  prices  used2  in  computing  the  reproduction  cost  de- 
mand the  closest  study  to  eliminate  abnormalities  and  to 
prevent  duplications.  Usually  average  prices  for  five  years 
are  applied  in  computing  the  valuation.  In  determining 
the  cost  of  reproduction  new,  the  Commission  makes  an 
allowance  of  12  per  cent  on  the  cost  of  the  physical  prop- 
erty to  cover  such  items  as  interest  during  construction, 
engineering,  expenses  for  legal  work,  organization,  casualty 
insurance  and  contingencies.8  In  the  construction  of  a 
municipal  plant  a  10  per  cent  allowance  has  been  found 
sufficient.4  Such  allowances  are  technically  known  as 
"overhead  charges. " 

The  propriety  of  including  "overhead  charges"  in  an 
estimate  of  the  cost  of  reproduction  new  of  the  plant  has 
never  been  seriously  questioned.  Engineers,  economists 

'For  an  elaborate  discussion  of  "Depreciation,"  with  statistical 
life  tables,  see  Commissioner  Erickson  's  address  before  the  Conven- 
tion of  Central  Water  Works  Association,  Detroit,  Mich.,  Sept  25, 
1912. 

•Hill  et  al.  op.  cit.  638-640,  1,026. 

8 State  Journal  et  al.  oj>.  Ht.  r,m  ."ir,;  at,,  nf  Sh.hnnnnn  v.  She- 
boygan  Railway  f  Electric  Co.,  1911.  <5  \\ .  H.  <'.  I:.,  360,  89L 

4  Dick  ct  al.  v.  Madison  Water  Commission,  op.  0tt.,  1»17. 
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operators  all  agm«  that    i!..   .    .  \tra  cent*  exiitt.  th-- 

<|Ui-.stion    In-iii^   tin-   amount    th.it    should    be   allowed 

.  ase.    Tins  uill.  of  coune,  depend  upon  local  con- 

Overhead  charge*,  according  to  one  author/  may  be 
classified  und.-r  nix  heada:     (1)  engineering  and  KUJ 

••ontmgencies;  (3)  contractor's  profit 
int.  n-st    during  const  ru«-t  inn  :      5)    legal 
penaea,  company  orr  n,  taxes  and   insurance;  and 

(6) 

Of  these  extra  coata  con  s  profit  in  oft.  n  in<  -hided 

in  tin-  unit   pri.-.-s.     At   times,  too,  other  of  the  cost*  enu- 

meru:  In-  im-lud«-d  iii  unit  prices.     The  important 

point  •   \\li.-n  theae  coata  an-  im-lud.-d  in  unit  pricea 

should    not    be    apain    in.-Iu.l.-.l    un<l.  •  head 


Separate  allowances  are  often  made  for  "bond  dis- 
counts" mi:  capital."  Bond  discounts  have 

been  in.  lu.l.  ,1  in  valuations  on  thr  theory  that  they  repre- 

tln-    ,-nst    of    piling   capital.      Bond    discounts   are 

usually  composed  of  t\\o  items:  brokerage  and  discounts 

prop*  !>   items  represent  payments  for  the  use  of 

money  and  may  therefore  be  regarded  as  deferred  interest 

ital    uMially   in.-lud.-s  stores  ami  s  on 

hand  and  funds  i  :  to  l.ridp-  tin-  credit  period  be- 

tween on?  It  therefore  represents  in- 

vestment as  much  as  do  expenditures  made  for  plant. 

For  land  artually  used  and  useful  to  the  utility  in 
conducting  its  business,  even  though  such  land  may  have 
been  a  pin  to  tin-  utility,  undrr  the  terms  of  the  law 
requiring  at  ..it  ion.  the  Commission  holds  that  it 

must  be  included  in  th<   valuation  at  a  price  computed  for 
pri.-i-s  ol  urns  property,  or  at  ;nal  cost 


'R.  II.  Whittea,  4<  Valuation  of  Public  Service  Companies,"  XII, 
21C. 
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plus  the  increment  in  value  since.1  The  reproduction  value 
is  usually  the  most  important  factor*  in  determining  the 
valuation  of  the  physical  property  of  the  plant  for  rate- 
making  purposes.  The  law  specifically  directs  that  the 
cost  of  reproduction  less  depreciation  is  one  of  the  factors 
to  be  considered  by  the  Commission  in  determining  a  fair 
valuation. 

"While  the  cost  of  reproduction  new  is  not  likely  to 
correspond  to  the  cost  of  constructing  the  plant, "  says  the 
Commission  in  a  leading  decision,8  "there  are  many  reasons 
for  believing  that  the  two  figures  in  the  two  cases  are  not 
lik<  ly  to  be  very  far  apart.  Whatever  difference  tin  TV 
may  be  in  this  respect,  is  likely  to  be  at  least  partially  due 
to  such  changes  as  have  taken  place  in  the  prices  of 
materials  and  labor  between  the  time  of  construction  and 
the  time  of  appraisal. ' ' 

But  the  original  cost  of  the  physical  property  and 
the  cost  of  reproduction  are  not  the  only  elements  to  be 
considered  in  arriving  at  a  valuation.  Allowances  for 
"going  value"  of  the  plant,  "good  will,"  and  "franchise 
value "  are  always  urged  by  the  utilities.  Upon  each  <>f 
these  questions  the  Commission  has  taken  a  definite  stand 
that  is  at  variance  in  some  instances  with  the  court  and 
commission  decisions  in  other  states. 

To  have  real  value  the  plant  must  be  a  "going  con- 
cern" serving  customers,  who  pay  for  the  service  rates 
high  enough  to  cover  operating  expenses,  depreciation,  and 
reasonable  returns  for  interest  and  profits  upon  the  invest- 
ment. The  building-up  of  this  business  entails  a  heavy 
•  \fMiise  for  advertising,  demonstrations  and  solicitation. 

1  State  Journal  et  a/.,  op.  cit.,  535-536;  City  of  Ashland  v.  Ath- 
land  Water  Co.,  1909,  4  W.  K.  C.  R.,  305-306;  City  of  Appleton  v. 
Appleton  Water  Works  Co.,  1910,  5  W.  R.  C.  R.,  239,  919. 

9  Hill  ct  al.,  o]>.  HI.,  <;.58,  640,  1,026. 

9  In  re  application  Manitowoc  Gas  Co.,  1908,  3  W.  R.  C.  R.,  163, 
167,  1,026. 
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At  first  the  public  may  not  understand  the  advantages 
of  the  service.  It  must  be  educated.  Inventors  realise 
that  these  expenses  are  necessary  to  put  a  plant  upon  a 
paying  business  basis.  Under  the  name  of ' '  going  value ' '  * 
the  Commission  allows  for  this  expense,  under  certain  con- 
ditions E*MJ  limitations,  in  fixing  a  valuation.  When,  how- 
ever, conditions  unusual  or  abnormal,  such  as  inefficiency 
due  to  managerial  oversights,*  arise  in  any  particular  in- 
vestigation, they  must  first  be  eliminated  before  a  reliable 
result  can  be  obtained. 

In  scores  of  cases  the  question  of  "going  value"  has 
been  pissed  upon  by  the  Commission.  It  is  not  a ' '  franchise 
value,"  nor  is  it  "good  will  A  view  of  its  reasoning 
is  presented  in  the  following  excerpt  from  a  decision : ' 

That  the  net  cart*  of  building  up  the  business  most  also  be 
taken  into  consideration  in  determining  the  value  of  the  plants 
rate-making  purposes  would  seem  to  apply  with  special 
force  where  by  law  the  rates  are  limited  so  as  not  to  yield  more 
than  reasonable  returns  upon  the  investment  While  such  legis- 
lation may  not  be  a  guarantee  against  loss  of  any  land,  it  is 
clear  that  if  the  rates  fixed  under  these  laws  should  not  include 
anything  for  the  cost  of  building  up  the  business,  there  would 
be  no  way  in  which  these  costs  could  be  made  good  to  the  inves- 
tors. In  that  event  these  costs  would  become  a  permanent  loss 

l//i//  ft  at.  v.  Antigo  Water  Co.,  1909,  3  W.  R.  C.  R.,  706711; 
In  re  Menomince  <f  Marinette  Lt.  «f  Tr.  Co.,  1900,  3  W.  a  C.  R.,  778, 
792;  State  Journal  Printing  Co.  v.  Madison  Gat  f  Else.  Co.,  1910, 
-.01,  577;  City  of  Appleton  T.  Applfton  W.  Wto.  Cc*, 
1910,  a  R.,  215,  276;  Cunningham  <  Aip/xm*  Folk 

W.  4  1910,  5  W.  R.  C.  R.,  302,  315;  City  of  MU»m*99  v. 

T.  M.  E.  B.f  L.  Co.,  1912,  10  W.  R.  C.  R,  122  123;  Superior  Com- 
mercial Club  ct  at.  v.  Superior  W.  Lt.  f  P.  C  10  W.  R.  C.  R, 
<'orami»ioner  Erickson,  Address  on  "Going  Value,"  Terra 
Haute,  IB&,  Sept  28,  191 I. 

'/ft  re  application  Oconto  City  Water  Supply  Co.,  1911,  7  W.  B. 

'y  of  Racine  v.  Bacine  6  1911,  6  W.  R.  C.  R.,  277  285, 

Ml 
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t<>  them;  and  the  consumer  in  turn  would  be  relieved  from  pay- 
ing a  reasonable  return  on  a  part  <>r  the  investment.  <>r  on  the 
capital  that  is  devoted  to  furnishinir  them  the  service  in  ques- 
tion. This  is  a  situation  of  whieh  the  investors  are  taking  due 
notice,  and  which  is  entitled  to  due  consideration.  If  not  taken 
into  .iccount  it  will  tend  to  keep  capital  from  entering  this  field 
as  well  as  to  prevent  exact  justice  to  capital  which  has  already 
entered  the  same.  The  former  would  result  in  hardships  or  in- 
conveniences to  the  consumers;  the  latter  would  apparently  be 
unjust  to  at  least  many  of  the  present  investors  in  public  utili- 
ties. .  .  .  The  cost  allowed  for  the  net  cost  of  building  up  the 
business  should  not  include  items  that  have  been  incurred  under 
other  than  usual  conditions,  or  items  that  could  have  been  avoided 
by  the  exercise  of  ordinary  care  and  business  judgment.  .  .  . 
In  addition  to  those  mentioned,  there  is  also  another  element 
that  should  receive  some  consideration  in  lixinir  the  cost  of  the 
business,  and  that  is  the  profits  the  plants  have  earned  since  they 
reached  a  paying  basis.  If  these  profits  are  so  large  as  to  be 
derably  above  those  ordinarily  obtained,  it  is  as  conceivable 
that  strict  justice  between  investors  and  consumers  miirht  require 
that  these  excesses  should  be  treated  as  an  offset  to  early  losses 
and  that  in  this  way  all  or  a  part  of  the  earlier  losses  may  have 
been  wiped  out.  .  .  .  Just  how  much  importance  should  be  at- 
t ached  to  the  difference  in  the  earnings  as  between  the  earlier 
years  and  later  years,  is  not  clear.  Much  depends  on  how  the 
operating  expenses,  including  depreciation,  have  been  treated, 
and  what  sums  have  been  included  therein  or  excluded  t 
from.  .  .  . 

Expenditures  for  the  development  of  the  business,  when  rea- 
sonable and  when  well  placed,  would,  therefore,  seem  to  be  legiti- 
mate and  to  constitute  a  charge  that,  in  some  form,  should  be 
borne  by  the  customers  or  by  those  who  avail  themselves  of 
the  services  in  question.  Whether  these  expenditures  should  be 
charged  to  construction  and  thereby  become  a  permanent  cl 
on  the  consumers,  or  be  charged  to  the  operating  expenses  and 
thereby  wiped  out  about  as  incurred,  are  questions  that  cannot 
be  settled  independently  of  the  surrounding  conditions.  When 
the  rates  and  the  earnings  of  the  utility  are  such  as  to  yield  a 


PHY8J<   \l.  VALUATION  :r, 


reasonable  return  to  the  investor*,  if  the  expenditure* 
are  in.-lu.l. «l  in  the  operating  axpeneea,  then  "operating  expense" 
also  appeara  to  be  the  place  to  which  they  •boold  be  cl, 
When,  on  the  other  hand,  the  rate*  and  earning!  an 
enough  to  |M-rmit  th.-,-  .-\|»enditurea  to  be  charged  to  operating 
expeneet  in   lew  than   reaaonable  returna  on 

the  investment,  thru  it  would  aeem  that  until  the  earningi  become 
adequate,  at  leaat,  they  abould  be  charged  to  the  coat  «•• 
plant    Theae  rulea  are  aupported  by  reaaona  that  appear  to  meet 
the  requirements  under  ordinary  conditions. 

Moat  public  utilities  are  monopolies  within  their  terri- 
tory.   They  operate  usually  without  competition.    In  many 
rate  canes  it  has  been  urged  |,\  th.-  utilities  that  some  valua- 
shouhl  I..-  alh.u.  'good  will."    This  has  been 

•  l.-nifl  h\  tin-  Commission  on  the  ground  that  "good  will" 
does  not  adhere  to  monopolies  but  is  baaed  on  free  com- 
prtitinM  ami  voluntary  patronage.1     It  has  also  declined 
linir  the  value  of  patent  rights.     The  Commission 
declares  that  rights  of  this  kind  are  secured  because  th.  y 
are  profitable,  or  because,  in  one  way  or  another,  they  tend 
ise  the  net  earnings,     it  i  t  the  prices  paid 

rights  of  this  kin.l   \s-.uM  seem  to  be  operating  ex- 
penses, rather  than  capital  charges,*  and  "if  regarded  as 
•id  charges  at  all.  itrht  t<>  !>«•  writt.-n  off  during 

the  life  nf  tlu»se  righto  from  the  profits  for  which  they  are 
responsible." 

Neither  shouhl  there  be  any  allowance  for  the  valua- 

of  a  franchise  above  its  a.-tual  coat  to  the  company 

in  obtaining  it      It  has  a  value  for  taxation  purposes  in 

it   furnishes  the  holders  with   the  right  to  carry  on 

iness  with  profit.     At  all  of  the  early  valuation 

1  In  re  Catkton  Lt.  f  P.  Co..  1908,  3  W.  a  C.  It,  84-85;  HiU  et  aL, 
op.  cit.  720;  Payne  ct  al.  v.  Wit.  Tel.  Co.,  1909,  4  W.  K.  C.  R.,  60. 
ry  of  MUwmto*  T.  T.  M.  E.  R.  f  L.  Co.,  1912,  10  W.  R.  C.  R.. 
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hearings  before  the  Commi--n>n.  utility  owners  urged  that 
a  value  should  be  given  to  the  franchise,  and  an  amount 
included  in  the  valuation  to  be  fixed  for  rate-making  pur- 
poses. The  only  measure  of  franchise  value  recogni/t.l 
by  the  courts  is  the  earning  capacity  of  the  property. 
Earnings  depend  upon  rates.  The  futility  of  the  task  of 
determining  the  reasonableness  of  rates  by  any  stand  aid 
dependent  upon  the  value  of  a  franchis.  must  be  appan-nt.1 
In  denying  the  request  to  include  a  franchise  value  in 
the  Antigo  Water  Works  case,  one  of  the  early  important 
utility  valuatiops,  the  Commission  pronounced  the  follow- 
ing doctrine  to  which  it  has  adhered : 2 

It  is  difficult,  if  not  impossible,  to  discover  any  jnstiro  in  the 
practice  of  including  in  the  valuation  of  a  plant,  for  rate-making 
purposes,  such  values  of  its  franchise  as  are  based  on  surplus 
earnings  only,  or  which  have  not  cost  the  plant  anything.  For 
a  city  or  town  to  grant  franchise  privileges  free  of  cost,  to  per- 
mit so  high  rates  for  the  services  rendered  under  it  that  the 
franchise  acquired  considerable  value,  and  then  to  permit  this 
value  to  be  included  in  the  capital  account  of  the  plant  and 
thereby  become  a  permanent  charge  on  the  consumers,  would 
hardly  seem  fair  from  any  point  of  view.  Under  such  pra< 
utilities  are  not  only  given  the  opportunity  of  making  safe  in- 
vestments, which  would  yield  reasonable  returns,  but  they  are, 
in  addition  to  this,  granted  valuable  privileges  which  enable  them 
to  exploit  their  business.  To  include  anything  in  the  value  upon 
which  rates  are  based  for  which  no  equivalent  has  been  rendered, 
would  apparently  disturb  the  equitable  relation  that  should  be 
maintained  between  utilities  and  their  customers. 

The  conclusion  that  it  does  not  appear  to  be  equitable  as 
between  the  investors  and  the  customers  of  public  utilities  to 
include  any  other  franchise  value  in  the  valuation  of  such  utili- 
ties for  rate-making  purposes  than  such  values  which  are  rep- 

1  City  of  Appleton  v.  Appleton  Water  Works,  1910,  5  W.  B.  C.  B., 
215,  281,  282. 

•Hill  et  al,  op.  cit.,  729,  1019. 
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retented  by  the  eoat  of  franchisee  to  these  utilities,  may  be  at 

•OHM  variance  with  the  practice!  of  many  appraiser*  in  valuing 

plants.    It  may  alao  be  aomewhat  out  of  line  with  the  optn- 

•f  at  leant  aome  of  the  eourta  upon  thia  question.    The  eon- 

cluftion,  however,  would  seem  to  be  almost  unavoidable, 

varioua  faetora  involved  are  analyzed  in  the  light  of 

As  stated  in  a  .s  chapter  the  Wisconsin  legisla- 

1  1  1  :  •  1  1  repealed  all  franchises  in  the  state  and  granted 

in  h.  ii  thcrmf  indt  terminate  permits.    It  has  likewise  been 

by  the  Commission  that  these   cannot  operate   to 

enhance  the  value  of  the  property  upon  which  returns 

must  be  comput* 

la  fixing  a  fair  value  of  the  utility  property  the  Com- 
mission considers  as  more  or  less  controlling  the  original 
cost  of  construrt  ion,  the  amount  expended  in  permanent 
improvements  and  extensions,  the  reproduction  cost  new, 
reproduction  cost  new  less  depreciation,  and  going 
value.  To  eliminate  fluctuations  in  market  prices  due  to 
temporary  causes  the  reproduction  cost  is  based  on  material* 
and  labor  prices  for  five  years  prior  to  the  appraiser 
Bond  issues  are  investigated.  An  allowance  is  made  for 
4  'working  capital.  "*  Aft.  r  all  of  these  facts  have  been 
ascertained,  the  Commission  fixes  a  tentative  valuation 
Following  a  hearing  on  the  valuation,  at  which  the  utility 
and  the  public  are  permitted  to  present  additional  evidence, 
the  necessary  adjustments  are  made  by  the  Commission 
and  tli.-  final  valuation  is  announced.  The  Commission 


1  City  of  Awl*  ton  ct  al,  op.  cit.,  284-285;  In  re  C<uhton  Lt.  f  P. 
Co.,  op.  cit.,  84. 

'y  of  Whitewater  v.  WHtowater  El.  Lt.  Co.,  1910,  6  W.  B.  C. 
2,  139;  Sacine  v.  Bacine  Gat  U.  ('„..  1911,  6  W.  R  C.  B.,  238; 
'  .«/..  „/..  ,-if..  228-235;  In  re  Manitowoc  Water 
Work*,  1911,  7  W.  R.  C'.  It  .,  71.  85. 

fy  of  Bcloit  v.  Beloit  W.  O.  f  XI  Co.,  1911,  7  W.  R.  C.  R, 
187,  242,  881. 
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has  no  specific  rule  in  determining  tliis  valuation  except 
its  prndrnee  and  jnd^im-nt  as  applied  to  the  facts.  Upon 
this  valuation  a  fair  return  is  permitted  and  the  amounts 
for  interest  and  depreciation  are  computed  preparatory  to 
prescribing  rates. 

This,  in  brief  outline,  is  the  method  of  determining 
"  fair  value"  for  rate-making  and  municipal  purchase  pur- 
poses. The  limits  of  a  single  chapter  preclude  an  ex- 
haustive <!i>«  ussion  of  the  principles  of  valuation  as  inter- 
preted by  the  Wisconsin  Railroad  Commission.  For  a 
detailed  discussion  of  special  features  of  the  method  em- 
ployed, the  reader  should  consult  the  Commission's  pub- 
lished reports  of  cases,  and  the  papers  and  discussions 
printed  from  time  to  time  by  its  members. 

That  valuations  fixed  by  this  method  l  are  usually  lower 


Total  award 

Present 

Total 

per  cent  in 

Case 

value 

award 

excess  of 

present  value 

In  re  Village  of  Cashton  (3  W.R.C.R.,  67)  ... 
In  re  Fond  du  Lac  (5  W.R  C.R.,  482) 

S2.GHX 

L'M  'IJ_' 

$3.100* 
320,000 

15 
II 

In  re  Appleton  (6  W  R  C  R    97) 

•JTJ  IJ7 

L':,:,  IK  HI 

5 

In  re  Manitowoc  (7  W  R  C  R.,  71)  ... 

L'.il  i.l7 

2«7,;><Ki 

6 

In  re  Kaukauna  (8  W.R.C.R.,  409)  

14,009 

.50,000 

11 

In  re  Oshkosh  (12  W  R  C  R  ,  602)  .  . 

510,953 

-,L':>,<x>o 

3 

In  re  Antigo  (13  W  R  C  R     156) 

1  1M  -J_"» 

!.>  xi  MI 

7 

In  re  Beaver  Dam  (13  W.R.C.R.,  169)  

iL'ti,!;:,! 

133,000 

5 

*  Including  damage  to  property  not  taken. 

than  those  fixed  by  the  courts  in  condemnation  proceedings 
will  appear  quite  clearly.  The  principal  reason  may  be 
found  in  the  fact  that  courts  and  condemnation  juries 
usually  place  a  value  upon  the  unexpired  franeliise.  In  a 

'The  following  table  of  Wisconsin  Commission  cases,  where  prop- 
erty was  valued  for  municipal  purchase,  shows  the  amount  allow*  >1 
for  "intangibles": 

Comparisons  with  court  cases  may  be  found  in  brief  filed  by  Olin, 
Butler  and  Curkeet  in  McGregor-Noe  Hardware  Co.  et  al.  v.  Spring- 
field  Gas  f  Electric  Co.  and  Springfield  Traction  Co.,  before  Mis- 
souri Public  Service  Commission. 
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long  line  of  eases  the  court*  have  held  that  a  franchise 

h  must  be  p  wh.-n  it  i>  tak. 

i  proceedings.    In  Wisconsin,  ui  i'ub- 

i  innate  permit  has  super- 
seded tin-  ( 'nin mission  baa  decided 
that  anii  u it  has  no  value.  Beginning  with 
the  ease  of  the  Cashton  Light  Company,  it  has 
ly  hrM  that  no  value  attaches  to  a  permit  to  do 
liusin.-xN.  \\li.-M  thr  muni'  -nines  to  acquirr  th«- 

\as  .-hall,  n-,'-  -I  in  the  case  of  the 
\!>l>l,  ton  \.  A  \\'ork*.1    Upon  appeal 

•vuit  court   r  •   hrhl  that  thr  in.  1.  terminate 

M  a  nominal  \al.  case  was  carried 

tn  th-  ue  Court  of  Wisconsin     .lu^ti,-,-  Window  gave 

the  opinion  of  the  court      II-    h<  l.l   in  substance  that  an 
in.lrtrnninatc  permit  was  much  like  a  franrhise  for  a  term 
r  thr  trmi  of  years  has  cxpir.-.l.      Furthrr- 
.  thr  cmirt   pi>intr.l  t«»  thr  fart  that  tin-  Ir^islatur- 
in   miit'l   ultimate   puhlic  ownership  and  also   the  advan- 
tages resulting  from  an  option  to  purchase  at  any   * 
"One  of  these  a-lvanta^."  the  court  said,  "plainly  is  that 
there  can  be  no  un<  \pn.<l  franchise  to  be  considered  or 
allnur.l  fur  in  case  of  purchase."  * 

In  the  case  of  thr   Manitmvnr   Wat-  r   \V..rks  Company. 

\\hich  was  an  application   fur  .l.-t.-rminini:  just  compensa- 

ti«>n  to  be  paiil  to  the  company  by  the  city  of  Manitowoc 

its  prop*  tentative  valuation  of  the  physical 

property  as  of  January  1.   I'.'ll.  showed  a  present  value 

;7       \  ii   \aluati«.n  as  of  December  1,  1907, 

••d  a  present  value  of  $209,437.    A  board  of  appraisers 

composed  of  disinterested  persons  had  valued  the  proj 

as  of  December  26,  1906,  fixing  the  same  at  > 

Approximately  five  years  lat.-r.  the  "fair  value"  of  these 

'City  of  Appleton  v.  Applcton  Water  Works,  5  W.  R  C.  R,  228. 

MM  Wisconsin  RoporU,  lL'1. 
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properties,  applying  the  Commission's  general  method 
varied  by  such  facts  as  local  eon. lit  ions  suggested,  was 
fixed  at  * 

It  is  interesting  to  compare  this  case  with  that  of  the 
Long  Island  Water  Supply  Company  v.  Brooklyn.1  The 
city  of  Brooklyn  had  purchased  the  property  and  fran- 
I  of  tin1  Long  Island  Water  Supply  Company  under 
a  special  act  of  the  legislature.  The  franchise  had  about 
thirty-eight  years  to  run.  The  franchise  was  determined 
not  to  have  been  exclusive.  The  total  award  granted  the 
owners  of  the  property  was  fixed  at  $570,000,  divided  as 
follows:  for  the  land,  $77,500;  for  the  pumping  plant. 
reservoir,  distribution  system  and  all  other  appurtenances, 
$292,500,  and  for  the  franchise,  $200,000.2 

It  should  not  be  inferred  that  the  Wisconsin  method  of 
valuing  public  service  property  is  preferable  because  it  has 
occasionally  resulted  in  lower  valuations  than  those  which 
would  have  been  fixed  by  other  methods.  No  method  unless 
it  is  based  upon  considerations  of  equity  to  all  concerned 
can  be  made  to  deal  justly  with  the  conflicting  interests 
involved,  and  will  establish  that  degree  of  stability  and 
definiteness  in  the  relations  between  owners  and  users 
which  a  continuous  rendering  of  adequate  service  requires. 

One  further  well-known  fact  should  not  be  overlooked. 
A  commission  employing  regularly  a  corps  of  experts  who 
have  acquired  intimate  knowledge  of  the  peculiar  condi- 
tions surrounding  each  plant  is  more  likely  to  arrive  at 
reasonably  close  and  fair  valuations  than  a  body  organized 
temporarily  without  such  intimate  knowledge. 

1 166  U.  8.,  685. 

"Other  cases  involving  the  valuation  of  properties  in  condemna- 
tion proceedings,  where  franchises  were  specifically  held  to  be  sub- 
ject to  compensation,  are  the  following:  Montgomery  County  v. 
Schuylkill  Bridge  Co.,  110  Pa.  State,  54;  Monongahela  Navigation 
Co.  v.  United  States,  148  U.  8.  312;  Town  of  Bristol  v.  Bristol  and 
Warren  Water  Works,  23  Rhode  Island,  274. 
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In  its  ,  i  i,.f  aspects  the  Wisconsin  Railroad  Commk- 
H  metho-  value"  baa  been  eon- 

firmed  by  tin-  Wiseman  Supreme  Court    Get  tures 

have  also  been  snstar  •  -"urK  ami  r. --ul.it ing  bodies 

states.     Fait-  \ulu<»  as  based  upon  the  cost  of 
i  new  was  approved  by  the  Massachusetts  Joint 
i  made  an  appraisal  of  the  property  of  the 
Hartford   Uailroad.    It  was 

<»ved  also  in  the  appraisal  for  rate  purposes,  of  the 
; >le's  Qas  Light  &  Coke  Company  of  Chicago.     In  t In- 
case of  the  Columbus  Railway  and  Light  Company  against 
the  city  of  Columbus,  Oli  value  of  the  property 

was  taken  as  its  cost  of  reproduction  new.   When  deprecia- 
is  computed  on  t  :u«r  fund  plan,  cost  of  repro- 

duction new  as  the  standard  of  value  has  been  upheld  by 
the  New  Jersey  I'uldic  1'tilities  Commie- 
It    H   tint   correct  to  speak  of  a  standard  method  of 
timi      Thus  in  a  discussion  of  general  principles  in 
//«/  go  Water  Comp>  Commission  says  :* 

While  the  cost  of  reproduction  new  is  thus  ordinarily  one  of 

uportant,  if  not  the  most  important,  dements  that  enter 
that  .  upon  whit-h  tho  raniiri'_rs  should  be  bated,  there  may 

also  be  instances  when  tho  cost  of  reproduction  now  less  depre- 
!.  wiiich,  as  stated,  represents  the  present  value  of  puhlic 
utilities,  may  bear  a  close  relation  to  the  valuation  in  question. 
v  with  s|>ecial  force  to  plants,  the  rates  of  which 
.  been  ample  to  cover  operating  expenses  in- 
rludiug  depreciation,  and  a  fair  amount  i  -t  and  profits, 

hut  in  which  cases  the  amount  collected  for  tho  d<  -i  has 

not  been  set  aside  or  used  for  the  purposes  for  which  it  was  col- 
lected, but  on  the  contrary,  has,  in  one  form  or  another,  been 
.huted  among  its  »t  ...    I    t  he  stockholders,  in- 

stead  of  keeping  up  the  plant,  have  appropriated  for  their  own 
use  the  i!  ited  by  the  customers  for  this  purpose, 

1  //•//  ft  al..  op.  cit.,  628. 
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the  amount  so  appropriated  should  either  l»c  n-hmie.l  to  (lie  de- 
preciation fund  or  deducted  from  the  valuation  upon  which  the 
rates  are  based. 

Tims  there  are  conditions  when  fair  value  for  rate- 
making  purposes  should  take  into  consideration  the  amount 
of  accrued  depreciation.    This  view  is  in  line  with  the  rule 
laid  down  by  the  United  States  Supreme  Court  in  l\ 
ville  v.  Water  Company.1 

The  making  of  these  valuations  constitutes  a  consider- 
able part  of  the  expense  incurred  by  the  Commission.  Tin- 
following  table  shows  the  number  of  utility  valuations  that 
have  been  made: 

NUMBER  OP  PHYSICAL  VALUATIONS,  EXCLUSIVE  OF  STEAM  KAII.UMAHS 


Utilities 

Street  and 
interurban 

Water 
powers 

Calendar 

Tenta- 

Tenta- 

Terit.-i- 

Total 

Grand 

years 

Orig- 
inal 

tive, 
approx- 
imate 

(  )riK- 
inul 

tive, 
approx- 
imate 

On* 

inal 

tive, 
•ippn'X- 
im;ite 

origi- 
nal 

total 

or 

or 

or 

revised 

revised 

revised 

1907.. 

19 

2 

21 

0 

0 

0 

40 

42 

1«K)S 

:;i 

24 

4 

21 

o 

o 

SO 

1909 

80 

"1 

2 

25 

o 

o 

81 

1910  

21 

22 

1 

27 

0 

0 

22 

71 

191] 

32 

10 

18 

1 

o 

42 

92 

1912  . 

54 

2 

28 

o 

6 

71 

159 

1913 

45 

68 

o 

us 

1 

<> 

46 

151 

Total.. 

LMii 

226 

40 

147 

2 

15 

228 

676 

The  valuation  of  the  steam  railroads  of  the  state  has 
been  annually  revised  since  the  first  valuation  in  1!M)3  . 

'I'll!   U.S.,   1. 
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Ik  ATM    <  >!•'    Kl.  1  1  K\ 

1  1  triples  promulgated  by  the  Railroad  Communion  of 

Wisconsin  for  tin-  valuation  of  properties,  for  the  estab- 

lishment of  service,  ami  th<    intro-ln.  -timi  of  advanced  ac- 

•nur.  have  now  been  quite  generally  accepted  by  th«- 

>  ami  thr  utilities.    Aside  from  the  ascertainment  of 

ts  in  each  case,  there  is  little  contention  over 

the  rules  to  be  followed.    With  the  rate 

•urn  to  be  allowed  a  railma.l  <»r  utility  upon  its  invest- 

tin-  •jin'stion  is  t      This  is  to-day  the  most 

mooted  problem  in  the  field  of  regulation.    It  is  a  source  of 

•  impute  and  argument  I"  state  commission   in 

y  case  affecting  plant  «  arnings.    In  the  establishment  of 

rates  for  sen  >r  is  exceedingly  important 

Many  of  t  r  state  commissions  have  cautiously 

dodged  this  subject.    The  problem  has  been  considered  of 

importance  that  the  Wisconsin  Commission  has  made 

it  the  theme  of  extended  investigations.    In  three  leading 

eases,1  an<l  many  minor  ones,  it  has  been  the  subject  for 

lengthy  discussions  and  tin-  fundamental  principles  that 

are  announced.    Because  of  th<   \\.  11  -reasoned 

position  taken  by  the  Commission  these  decisions  are  of 

importance. 

I  -y  rate  of  return  is  meant  the  amount  of  interest  and 


ei  al  T.  Antiffo  Water  Co.,  1909,  3  W.  R.  C.  R.,  623;  8tat< 
Journal  Printing  Co.  T.  Jfodfeon  Gat  *  Electric  Co.,  1910,  4  W.  R. 
C.  R.,  501;  Payne  el  at  T.  Witcontin  Telephone  Co.,  1909,  4  W.  B. 
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!  allowed  upon  the  actual  investment,  of  a  public 
utility.  Older  economists  have  generally  classed  interest 
with  profits;  but  the  Coin  mission  has  followed  the  later 
economic  writers  who  differentiate  the  two  factors  on  the 
theory  that  "interest  arises  from  the  use  of x  capital,  and 
profits  have  their  source  in  tin-  business  ability,  skill  ami 
foresight  of  the  management,  as  well  as  tin-  risks  assumed 
by  it  or  by  the  enireyr  This  distinction,  while 

unimportant  under  the  economic  conditions  of  a  quarter  of 
a  century  ago,  is  vital  to-day  under  modern  business 
methods.  Discussed  in  many  cases,2  it  is  perhaps  stated 
the  most  succinctly  by  Commissioner  Erickson  in  a  recent 
address  when  he  said: 

"Before  the  advent  of  the  modern  methods  of  doing  business 
and  the  present  facilities  of  credit,  the  capitalist  ;m<l  the  em- 
ployer were  one  and  the  same  person.  Under  these  conditions 
there  was  no  very  good  reason  for  separating  the  compensation 
of  these  two  factors.  Since  the  advent  of  the  corporations,  sys- 
tems of  credit  and  other  modern  conditions,  all  this  has  changed. 
To-day  a  condition  has  developed  under  which  business  is  largely 
carried  on  with  borrowed  capital.  Those  who  furnish  the  capital 
receive  interest  thereon.  Those  who  borrow  it  and  use  it  in 
their  business  pay  the  interest,  and,  as  compensation  for  their 
services  of  management  and  the  risks  they  assume,  receive  prof- 
its or  the  surplus  above  the  expenses.  This  condition  has  led  to 
the  separation  of  the  functions  of  the  capitalist  and  the  employer 
and  to  a  more  complete  analysis  of  the  compensation  which  each 
of  these  two  factors  receive.  The  economic  reasons  why  interest 
is  paid  for  the  use  of  capital  miirht  be  summed  up  in  the  axiom 
that  capital  is  the  means  of  production." 

To  be  specific  the  Commission  has  held  that  interest 
proper  should  include  only  the  amount  that  is  paid  for 

1  Hill  et  al.,  op.  cit.,  751-752. 

'For  a  more  detailed  discussion  sec  State  Journal  Printing  Co., 
op.  cit..  635-637, 


RATE  OF  RETURN  r, 

the  UHC  of  the  capital  employed,  while  profits  consist  of  the 
wage*  of  management,  broadly  interpreted,  of  compensa- 

for  the  risks  and  responsibilities  that  must  be  borne  by 
the  employers,  "and  of  such  other  compensation,  if  any,  as 
may  be  demanded  by  the  conditions." l 

is  of  the  Wisconsin  1'ul.li.-  ftility  Uw, 

1 1  make  a  fair  valuation  of  the  physical  property  the 

basis  of  rates  and  returns,  excessive  capitalization  cannot 

ighcr  than  reasonable  returns.    It  has  been  repeat- 

1  by  the  Commission  that  the  fact  that  excessive 

amounts  of  securities  may  have  been  issued  and  that  rates, 

before  the  period  of  state  regulation,  may  have  been  high 

.£h  to  justify  the  same,  would  not  justify  it  in  ap- 
proving thnn.  if  they  had  been  found  unreasonable  in 

spects,* 

Rate  of  return  is  not  a  constant,  definite  factor.  The 
law  says  it  must  un«i<r  normal  conditions  be  reasonable.* 
The  rate  itself  is  left  to  the  judgment  of  the  Commission 
to  determine.  Opinions  as  to  the  judgment  of  a  return 
which  is  "reasonable"  represent  two  extremes.  By  some 
it  is  argued  that  the  rate  of  interest  and  profit  allowed 
on  an  investment  should  not  exceed  that  at  which  the 
government  could  obtain  the  money,  if  it  owned  and 
operated  the  facilities.  Others  contend  that  no  restric- 
tions should  be  placed  upon  the  returns  that  can  be  earned 
by  rates  for  service  based  on  all  that  the  traffic  will  bear. 
Judged  by  th<  opinions  of  the  Commission  neither  con- 
t.  nt  ion  is  just.  It  finds  the  rate  of  return  located  some- 
where between  these  two  limits,  depending  upon  the  char- 

-  of  the  utility,  the  stability  of  its  business,  local  eondi- 
i  it  is  opera'  hazards  of  the  enter- 

1 //i/l  ct  a/.,  op.  cit.,  764,  998;  City  of  MilicauJcn  T.  T.  M.  E.  M. 
f  L.  Co.,  1912,  10  W.  K.  C.  B.,  240,  859. 

'//•//  <t  al.  726-727,997. 

tn0I0  et  a/,  v.  C.  M.  f  8t.  P.  &  Co.  «t  a/.,  1911,  7  W.  B.  C.  B., 
180,  800. 
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and  tlir  limitations  fixed  l»y  tin*  terms  an<l  spirit  of 
the  Till. lie  l'tilit\  Lau  '  I'rolits  as  a  factor  in  tin-  amount 
of  return  depend  on  these  and  other  elements  to  be  dis- 
cussed later 

The  rate  of  interest  allowed  on  the  investim -nt  depends 
first  upon  the  character  <>f  the  utility.  As  a  general  rule 
the  Commission  has  found  that  investments  in  water  plants- 
are  the  safest,  followed  by  gas  and  electric  concerns. J 
Telephone  investments  arc  the  least  secure.  Inventions  in 
water-works  plants  are  few  ;  in  the  telephone  field  improve 
ments  are  constantly  being  made.  "As  water  works,  p-n- 
erally  speaking,  are  among  the  safest  of  undertakings, 
when  once  they  have  reached  a  paying  basis,  safer  in  fact 
than  most  other  local  utilities,  the  speculative  gains  t her-  in 
should  be  comparatively  low/*8  says  the  Commission  in 
one  case.  Again  in  discussing  the  telephone  situation  in 
another  decision  it  said :  "Even  though  the  patronage  and 
revenues  of  a  telephone  company  remain  stable  and  busi 
increases  in  times  of  depression,  the  telephone  busine 
the  p rex,  nt  state  of  the  art,  nevertheless  remains  a  business 
subject  to  great  risks  and  uncertainties.  It  may  be  only  a 
few  years  more  before  large  parts  of  the  existing  plants  will 
be  discarded  because  of  better  service  which  new  inventions 
can  afford.  There  are  those  who  believe  that  the  manna' 
central  energy  system  will  give  way  to  the  automatic, 
just  as  the  magneto  board  was  displaced  by  the  common 
battery  board."4 

A  second  factor  considered  by  the  Commission  is  the 
stability  of  the  business.  It  finds  that  the  rate  of  interest 
charged  during  the  period  of  construction,  or  on  a  new 
plant  that  is  just  developing,  is  greater  than  for  an  older 

1  Howard  T.  Lewia,  " Interest  and  Profits  in  Rate  Regulation," 
Political  Science  Quarterly.  XXVII,  244. 
1  State  Journal  ct  al.,  op.  cit.t  632-647. 
9  Hill  >t  al.  nj,.  Ht..  761. 
4  Payne  et  al.,  op.  cit.,  67. 
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plant  already  established  aa  a  paying  proportion.  Its 
views  are  well  expressed  in  the  following  extract  from  a 
decision: 

To  permit  relatively  high  rate*  during  the  experimental  l 
period  of  pul..  s  ia  often  both  necessary  and  in  line  with 

good  >  other  respecta.     \  a  the  neeeaaary  capital 

may  not  be  forthcoming  at  all  ...  Older  and  better  estab- 
lished utiliti.-s  can  aecure  money  for  extensions  at  lower  ratea 
than  new  utilities  Thin  appliea  alao  in  renewing  their  bond  U- 
auea  and  other  loan*.  In  many  eatea  they  are  even  able  to  refund 
outstanding  bond  issues  at  much  more  favorable  ratea  of  intereat 
than  the  ratea  paid  in  the  past  In  view  of  thia  it  is  clear  that 
there  ahould  be  a  (trade  the  ratea  of  intereat  of  aueh 

plants.    Thia  is  alao  an  important  fn<  Medly  the 

eaae  that  the  rate  of  intercut  actually  paid  is  one  of  the  elementa 
that  ahould  be  taken  into  account  in  considering  all  intereat  al- 
lowances on  the  investment. 

Local  conditions  un-l.-r  \\hi.-h  a  plant  is  operated  are 
another  «  Iniirnt  that  rainmt  !>.-  disregarded.  If  the  utility 
is  owned  by  tin-  muiiieipality  it  can  obtain  capital  at 
ins  than  a  private  plant,  or  perhaps,  if  privately 
owned,  its  management  and  the  community  may  be 
estranged  and  harsh  ordinances  may  bunl<  u  it  Again 
the  local  management  may  be  efficient,  hut  the  plant  may 
have  been  built  in  advance  of  the  needs  of  the  conmr. 
l"u  11  cognizance  of  all  of  these  local  conditions  is  taken 
liy  the  Commission  as  illustrated  from  the  views  expressed 
in  four  different  decisions: 

As  to  the  rate  of  intereat  to  be  allowed,  there  is  reason  *  foi 
making  a  <ii*tinrtion  between  privately  and  publicly  owned  utili- 

1  Hill  rt  al.t  op.  rtl.,  726,  762,  997;  AUo  «v  City  of  Mitramle*  T. 
T.M.E.R.*  J.  10  W.  B.  (  /»  re  Fond  d*  Lac 

Water  Co.  1910,  5  \\  .  506;  State  Journal  tt  al..  oj 


'  ,i/.  v.  Madron  Water  Commit***,  1910,  5  W.  R.  C.  R.t 

:»:..  vj;. 
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ties.  If  the  same  rate  of  return  were  to  be  allowed,  other  tilings 
being  equal,  the  consumer  would  hardly  have  any  advantage  in 
taking  service  from  a,  municipal  plant.  Hut  a  difference  in  the 
rate  of  interest  will  givo  him  all  advantage,  in  taking  service 
from  a  municipal  plant.  In  the  present  case  the  city  pays 
y/2  to  4  t  on  the  bonds  issued  to  cover  the 

water  plant  A  private  plant  would  demand  at  least  6  per 
cent  or  more,  If  the  city  is  permitted  a  return  of  4  per  cent 
on  the  investment,  the  saving  in  interest  over  a  privately 
owned  plant  on  a  G  per  cent  basis  amounts  to  a  considerable 
sum. 

Bonds  ought  to  sell  at  par.  This  is  certainly  the  case  *  when 
the  bonds  amount  to  less  than  the  cost  value  of  the  plant,  or  for 
public  utilities  which  have  passed  the  development  p< -riod  and 
the  earnings  of  which  are  ample  to  cover  all  legitimate  demands 
that  are  made  upon  them.  But  such  securities  do  not  often  sell 
at  such  prices.  For  this  local  conditions  are  often  responsible. 
For  instance,  the  relation  between  the  plant  and  the  community 
may  be  strained  or  irritating.  This  relation  may  be  as  embar- 
rassing and  harmful  when  caused  by  political  agitation  and 
strife  as  when  due  to  lack  of  tact  or  to  arbitrary  methods  on  the 
part  of  the  management  of  the  plant. 

It  would  seem  that  when  a  utility  undertakes  to  build  2  con- 
siderably in  advance  of  the  needs  of  the  community,  the  utility 
can  hardly  expect  a  large  return  upon  this  investment  immedi- 
ately. 

The  rate  of  profits  depends  upon  the  supply  of  business  8  ca- 
pacity and  initiative,  the  risks  involved,  the  nature  of  the  under- 
takings, and  many  other  conditions.  These  rates,  therefore,  van- 
as  between  the  different  industries  and  the  different  classes  of 
service.  They  even  vary  as  between  the  various  public  utilities 
in  the  same  place,  as  well  as  often  also  between  like  utilities  in 
different  localities. 

1  Hill  ct  al  v.  Antigo  Water  Co.,  o/».  t-it..  754. 

•City  of  Beloit  v.  Beloit  W.  G.  #  El.  Co.,  1911,  7  W.  R.  C.  R., 
347,  861. 

1  Superior  Commercial  Club  et  al  v.  Superior  W.  L.  4-  P.  Co., 
1912,  10  W.  R.  C.  R.,  758,  861. 
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rlh.  inilui-nce  of  risk,  or  the  hazard  of  the 
on  an  interest  rate  seems  so  self-evident  in  all  lines  of 
in  lustry  as  to  need  little  comment.  The  less  the  ri> 
lower  the  rate,  and  vice  versa.  Postal  savings  deposits, 
for  example,  because  of  the  lack  of  risk,  draw  a  low  rate 
<>f  interest  This  risk  is  lessened  where  competition  does 
not  exist  as  in  the  case  of  most  utility  plant*.  In  every 
decision  affecting  a  rate  of  return  the  rwk  is  pointed  out 
as  an  eh-m. -nt  that  affects  the  rate  for  both  interest  and 
profits.  Thus  the  Com  mission  says: 

As  the  rate  of  interest  or  profits  is  largely  *  dependent  upon 
the  rinks  it  would  seem  to  follow  that  the  rate  of  interest  should 
be  lower  in  monopolistic  than  in  competitive  enterprises.  This 
position  is  also  strengthened  when,  as  for  public  utilities,  reason- 
able returns  are  recognized  by  law. 

The  concluding  factor  bearing  on  the  rate  of  interest 
is  the  effect  the  provisions  of  the  1'uHi.-  Utility  Law  have 
on  the  enterprise  regulated.  Competition  is  largely  elimin- 
ated through  the  indeterminate  permit  statute — a  fact 
that  gives  greater  security  to  the  bonds  of  a  company. 
The  Commission  pointed  out  in  an  early  case1  that 

t  of  the  law  would  be  to  lower  the  rate  of  interest 
According  to  some  utility  managers  this  has  already  been 
accomplished.  Under  the  indeterminate  permit  law,  ap- 
plicable to  all  utilities,  no  new  competition  is  allowed 
unless  public  conv. -ni. -nee  and  necessity  demand  it  How 
these  provisions  of  the  Public  I'tility  Law  influence  the 
'•st  rate  is  suggested  in  the  following  statement  from 
the  Commission's  decision: 

*  I*  ro  Menomiiu*  f  MariHctte  Lt.  f  Tr.  Co.,  1909,  3  W.  R.  < 
819,  998. 

•Payne  ct  al  v.  Wit.  Tel  Co.,  1909,  4  W.  R.  C.  R.,  63-64. 
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Under  the  laws  of  Wisconsin,  public  utilities,  under  ordinary  ' 

conditions,  are  entitled  to  earnings  for  their  service   that    will 

yi< •!•!  enough  to  cover  operating  expenses,  im-ludin-  depreciation 

and  a  reasonable  return  <>n  the  property  actually  used  and  useful 

i  he  convenience  of  the  public. 

These  are  the  five  specific  factors  taken  into  account  in 
determining  the  rate  of  intnvst.  There  are  other  ^« n.  i;il 
conditions  that  must  be  satisfied.  Thus  the  Commission 
says: 

The  reasonable  rate  of  interest  is  tin-  rate  that  under-  the 
conditions  is  fair  to  both  investors  and  consumers.  The  minimum 
rale,  in  such  cases,  should  be  limited  to  the  rate  at  which  capital 
could  be  had,  but  this  rule  is  perhaps  mure  applicable  to  new 
•'iients  than  to  investments  already  made,  although  it  is  not 
without  influence  in  the  latter  case.  The  reasonable  rate  of  in- 
terest and  profit  can,  perhaps,  be  said  to  be  a  rate  that  closely 
approximates  the  returns  that  are  received  on  capital  investment 
in  other  undertakings  where  the  risks  involved  and  other  condi- 
tions are  similar.  Measured  by  this  standard,  these  rates  would 
be  higher  where  the  plants  are  new,  or  where  the  risks  are 
greater,  than  later  on  when  the  business  has  become  more  firmly 
established.  It  would  also  be  greater  than  the  rates  obtained  on 
money  invested  in  mortgages  or  in  other  places  where  the  risks 
are  comparatively  low. 

As  indicated  by  the  above  statement  the  Commission 
finds  in  determining  upon  the  rate  of  return  that  it  is 
necessary  to  "closely  approximate  the  returns  that  are 
received  from  capital  invested  in  other  undertaking 
This  entails  an  investigation  of  the  investment  and  in- 
dustrial situation  generally.  All  of  the  elements  that  may 
affect  business  conditions  must  be  considered.  It  is  axio- 
matic to  say  that  no  state  can  set  up  a  standard  of  its 

1  State  Journal,  etc.,  op.  tit.,  623,  897. 

J/n  re  Menominee  f  Marinette  Lt.  f  Tr.  Co.,  1909,  3  W.  B.  C.  K.. 
793,  794,  998. 
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••tit  rates  are  «!•  t.-nnim  -1  l.\  the  general  Jinan- 
'»g  largely  mobile,  in  controlled  by 
general  laws. 

Such  investigations  conducted  by  the  Commission  into 
general  and  finain  ial  <nn.htions  show  that  from  1873  to 
1896  there  was  a  gradual  declm.  in  prices*  an<)  that  nince 

to  prices  have  pra-lually  men  and  the  <1 
has  •  '"I    in    sain.-   until    im\v   it    is   worth   about  60 

per  cent  of   \\l.at    it    \\,  in    1900.     Few  people 

realize  how  rapid  this  decline  has  tx 

"MI  in  the  North  Central  States 
is  represent.. 1  l.y  I<M>.  iim-sti-rations  of  the  United  States 

KKLATIV*  FOOD  PRICKS,  COOT  or  A  YEAR'H  SUPPLY  or  FOOD,  AND 
rth  Central  Statee) 
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Department  of  Labor  show  that  tin-  relative  prices  of  food 
had  risen  by  August,  1913,  to  166.5  and  that  tin-  purchas- 
ing power  of  money  had  correspondingly  declined  about 
forty  per  cent.  This  is  undoubtedly  an  important  fat-tor 
to  be  considered  in  explaining  the  general,  yet  almost  im- 
perceptible, rise  in  interest  rates  in  the  past  few  years. 
Tin-  facts  relating  to  the  increase  in  prices  and  the  decline 
in  the  value  of  the  dollar  are  presented  in  the  preceding 
table. 

Commissioner  Erickson's  investigations  indicate  that 
the  interest  rates  are  not  as  high  as  they  were  in  1890,  but 
that  the  increase  in  prices  during  the  past  few  years  has 
had  important  effects.  It  was  found  that  for  the  two-year 
period  from  1900  to  1902  there  was  a  decline  in  ini 
rates  followed  by  a  steady  increase  since  1904  that  is  still 
unchecked.  Bonds  of  ten  leading  railroads  were  selling 
on  a  2.72-per-cent  interest  basis  in  1891,  on  a  3.92-per-cent 
basis  in  1904  and  on  a  4.23-per-cent  basis  in  1912.  On  tin- 
New  York  exchange  the  percentage  of  bonds  bearing  less 
than  4  per  cent  is  rapidly  decreasing.  Quotations  from 
bond  houses,  illustrating  this  gradual  increase  in  the  cost 
of  capital,  might  be  multiplied  indefinitely.  The  volume 
of  business  transacted  has  been  greater  than  for  corre- 
sponding previous  periods.  This  has  stimulated  the  call  for 
capital  and  correspondingly  raised  the  rate  of  interest 
which  varies  with  the  demand.  The  financial  world  calcu- 
lates these  demands  with  precision.  Frank  A.  Vanderlip, 
president  of  the  National  City  Bank  of  New  York,  estimated 
in  1913  that  it  would  require  an  annual  expenditure  of 
$400,000,000  for  the  next  five  years  to  develop  the  electrical 
industry.  As  illustrating  the  magnitude  of  future  finan- 
cial problems  the  following  statement  by  him  is  worthy  of 
careful  consideration : 1 

1  Vanderlip,  Address  on  "Financing  Electricity,"  Sept  5,  1913, 
at  Association  Island,  N.  Y.,  4. 
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When  the  matter  i*  put  so  concretely  M  a  new  $8,000,000 

d  every  week  for  five  yean,  the  tile  of  your  financial  prob- 

lem can  be  readily  grasped.    To  get  a  full  appreciation  of  the 

difficulties  you  may  well  gUnee  ouUide  of  your  own  field,  now- 

and  note  that  there  will  mature  within  the  next  five-year 

•  I  well  over  $1,000,000,000  of  steam  railroad  securities.    We 

may  well  not.  at  railroad  development  in  the  last  five 

yeara  called  for  from  $2^00,000,000  to  $3,000,000,000  of  new 

d,  and  I  would  aay  that  there  is  every  reason  to  expect 

at  least  as  great  demands,  in  addition  to  the  refunding  opera- 

tions, in  the  next  five  years.    The  railroads  then  in  five  years  will 

need,  aay,  $4,000,000,0*  >>  aiding  and  fresh  capital.  States 

and  niuMirij.alities,  should  they  take  no  more  new  capital  in  the 

live  years  a  the  last  five,  will  absorb  in  the 

neighborhood  of  $1,500,000,000  more. 

These  specific  and  general  factors  must  be  considered 

by  a  commission  in  fixing  a  rate  of  r<  turn  that  shall  be 

reasonable  to  the  utility  and  tin*  pul>li.-.  and  yet  be  high 

:h  to  attract  capital  for  develnpm.  -nt.    Economic  laws 

governing  rates  of  interest  have  been  more  scientifically 

worked  out  than  those  limiting  the  rates  of  profit.    Dis- 

rewards  are  more  individual  They  are 

baaed  more  parti.  -ularly  on  the  skill  of  management:  gains 

due  to  change,  speculative  gains  from  risks  assumed,  re- 

s  from  hlnvwil  bargaining,  the  wages  of  manage  n 
"and  other  conditions  of  this  nature  including  monopoly 
powers." 

Except  possibly  the  amount  allowed  for  wages  of  man- 

agement these  elements  are  self-explanatory.     Their  rela- 

to  profits  have  been  presented  at  length  in  the 

ease  of  the  State  Journal  I'rintuig  Company,  et  al.9  v.  The 

Madison  Gas  A  Electric  Company.  leserves  a  careful 

*al  for  a  mo-  t.   un.lrrstan.ling  of  the  factors. 


Jnurnnl.  op.  rit.,  037;  In  re  Fond  d«  l*ac  H'ater  Co.,  1910, 
5  W.  R.  C.  K.(  506,  »7. 
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Excessive  general  office  salaries  are  cons  id.  red  as  profits 
Tin-  Commission  favors  high-grade  service  but  does  not 
approve  of  salaries  for  management  or  superintendence 
that  are  not  commensurate  with  the  duties  performed. 
"  Wlini  no  l  more  is  paid  than  the  amount  that  is  sufficient 
to  insure  proper  and  efficient  service,  there  is  little  to  be 
said  regarding  the  salaries  paid,"  says  the  Commission  in 
discussing  the  relation  of  profits  to  the  wages  of  manage- 
ment. "If,  on  the  other  hand,  the  salaries  are  kept  at  an 
unreasonably  high  level  in  order  to  cover  up  earnings,  or 
for  some  other  reason  of  this  nature,  there  may  be  good 
ground  for  criticism. "  It  further  holds,  however,  that 
"  allowance  should  be  made  in  some  manner  for  special 
efficiency.  To  deny  this  is  to  take  away  one  of  the  greatest 
incentives  to  economy. "  2 

As  a  general  proposition,  it  may  be  said  that  the  Wis- 
consin Commission  allows  a  rate  of  return  as  profit  and 
interest,  equal,  as  nearly  as  it  is  possible  to  ascertain,  to 
what  the  same  company  would  earn  under  similar  circum- 
stances in  competitive  conditions.  Its  views  are  thus 
summarized : 

Tu  a  general  way  the  reasonable  return  may  be  said  8  to  be 
that  rate  of  return  at  which  capital  and  business  ability  can  be 
had  for  development.  Theoretically  it  cannot  be  lower  than  this, 
for  in  that  case  no  capital  would  enter  the  field.  Under  free 
competition  it  could  not,  in  the  long  run,  be  higher  tli;in  this 
figure,  for  if  it  was,  the  supply  of  capital  for  these  purposes 
would  be  increased  and  this  increase,  in  turn,  would  tend  to 
reduce  the  rate  of  profits  :ui<l  interest.  Hut  free  competition  is 

1  In  re  Joint  Application  Waupaca  El.  Lt.  $  B.  Co.,  an«l  ll'mipaca, 
1912,  8  W.  R.  C.  R.,  613,  841;  City  of  Janesville  v.  Janesville  Water 
Co.,  1911,  7  W.  R.  C.  R.,  647,  861. 

•City  of  Milwaukee  v.  T.  M.  E.  E.  4-  L.  Co.,  1912,  10  \fr.  R.  (  .  l; .. 
242,  861. 

•  In  re  Menominee  $  Marinette  Lt.  f  Tr.  Co.,  1909,  3  W.  R.  ('.  I:  , 
793,  996. 
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oat  of  the  question  in  the  ease  of  such  utilities,  for  they  are  no- 

nopolulio  in  their  nature.    It  in  reason  that  in  the  ease 

of  inch  monopoliai  the  term  "reasonable"  baa  bean  substituted  for 

the    O.M.1HI..M*     oth.-rvus,.     hn.iurM     aUnt     flBWSj|     •••PtlHta. 

Sinee  competition  did  not  exist,  it  could  not  regulate,  benee  aome 
other  regulating  force  had  to  be  resorted  .-,  form  is  im- 

plied in  regulation  through  absolute  legislation,  and  this  regula- 

is  guided  by  what  is  reasonable  tinder  the  circumstances. 

•  (ermine  what  is  reasonable  in  any  given  ease  is  a  matter 

vestigation  and  judgment 

riant.  s   tliat    \\ill    i.  •  mix   uii-i'-r  HUch  condi- 

are  not  allowed  a  profit.    "Un<l<>ul>t«ily  the  utility 

is  entitled  to  a  reasonable  n-turn  upon  the  value  of  its 

prop'  uonts  the  Commission  in  one  case,1  "hut 

if  tltr  attempt  to  enforce  rates  ul.i'-li  will  yield  such  a 

a  is  to  lead  to  a  decrease  in  the  number  of  customers 

and  resulting  decrease  in  revenues,  any  theories  as  to 

Mini  on  property  must  give  way  to  the  prac- 

I'ul.h.-  int.  -rests  are  placed  above  private 

Under  normal  circumstances,  the  Commission  allows  the 
rates,  which  include  both  interest  and  profits: 


Railroads  ...  i*r  cent 

Gas  works  .  .  about  7  per  cent 

Street  railways  ____  about  7.5  per  cent 
Water  work*'  .  .  6  to  7  per  cent 

Electric  plant-  .  7.5  to  8  per  cent 

Telephone  companies..  .  7.5  to  8  per  cent 

Both  railroad  and  utility  managers  charge  that  such 

iis  are  4lniggar<l!\."     Interest  rates  alone  average 

about  5  per  cent,  leaving  but  a  narrow  margin  for  actual 

profit    Under  these  allowances,  however,  new  capital  has 

ises  regulated  have  devel- 

1  In  re  Application  Oconto  Water  Supply  Co.,  1011,  7  W.  R.  C.  FL, 
:.:-••..  Bit,  v.i. 

-...  £iv0r  Ltmd  Co.  v.  Upturn  Mfg.  Co.,  1901,  1  W.  R.  C.  K.. 
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oped  at  a  normal  ratio  with  other  states.  What  tin  futmv 
may  bring  in  the  way  of  increases  or  decreases  of  tin 
rate  of  return  cannot  be  foretold  until  the  economic  facts 
themselves  have  appeared.  The  application  of  the  prim-i 
pies  to  these  facts  will  tlim  show  what  i*  tin-  "reasonable" 
rate  of  return  under  the  conditions  thru  existing. 


<   II  AI'TKIl  V 
STANDARDIZATION   OP  8EBVICB 

o  Wisconsin  law  requires  and  the  Commission  insists 

rst  duty  of  a  utility  is  to  fi  iriiiah  adequate  service, 

tliough  a  poorer  class  of  service  could  be  supplied  at 

a  lower  rate.    After  service  conditions  have  been  improved, 

s  are  considered.    Poor  service  is  uneconomical 

1  1  is  the  source  of  a  majority  of  the  com- 

ts  against  a  utility. 

il>«-  railroads  and  public  utilities  may  better  u 
f  the  service  required,  definite  s. 

rules  have  been  pulilishrd  from  time  to  time.     Conformity 

with  tins  "code  of  morals"  is  enforced  by  the  Commission. 

With  steam  and  th.tri  s  and  water  works  the 

ice  is  maintain*  d  at  a  fair  1*  \<  1  of  efficiency.     Corn- 

standards  for  electric  and  gas  service  were  promul- 

gated *  by  the  Commission  on  July  L'4,  1908,  following  the 

isions  of  tin-  1'iiMic  1'tility  Law.  five  years  of 

administration   these  were   improved   and   announced   in 

igust  9,  1913.    S.  des  for  telephone 

•i  AULMI  '  1.  after  a  public 

:.1«-<1   liv    n-pn-s.-ntal  !y   all   of 


1  In  re  Standards  for  Gat  and  Electric  Service,  2  W.  R.  C. 

•See,  1797m  23,  eh.  499,  LAWS  of  1907. 

•/»  re  Standard*  for  Gat  and  Electric  Service,  12  W.  R.  C.  R,, 
No.  U  233. 

4  In  re  !*rc*ti0atio*  on  Motion  of  the  Committtom  of  Standard* 
for  Telephone  Service  in  the  State  of  Witconein,  15  W.  R  C.  K 
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telephone  companies  operating  in  the  sl.it  The  aimoum -. -.1 
standards  of  service  are  enforced  through  a  system  of 
constant  inspection  and  super  \  isi.m  by  tin-  Commission's 

Staff.       For   this    purpose    the    state    is    divided    ililn    «  1 1st  riet  S, 

in  each  of  which  a  traveling  n  -pr. sentative  makes  daily 
service  tests  and  reports  conditions  to  the  Commission. 
Inadequacies  are  then  reported  to  the  utility  with  direc- 
tions for  improvements.  Refusal  to  comply  would  n-sult 
in  the  assessment  of  the  heavy  penalties  provided  by  the 
law. 

Because  Wisconsin  was  one  of  the  first  states  to  fix 
definite  standards  for  public  utility  service  and  the  very 
first  to  include  more  than  two  or  three  of  the  elem.-nts 
that  make  up  adequate  service,  its  original  invest  i-_Mi  ion  is 
of  great  importance.  It  covered  a  study  of  the  re.juire- 
mcnts  in  various  countries,  states  and  cities,  with  a  com- 
prehensive investigation  of  the  service  furnished  by  Wis- 
consin utilities.  As  illustrating  the  wide  variety  of  condi- 
tions, the  record  of  tests  made  upon  various  gas  plants 
in  the  state  showed  "a  range  of  heating  values  between  the 
limits  of  l!»:J  and  1,050  B.T.U.  per  cubic  foot,  the  majority 
of  tests  showing  a  value  of  about  600.*'  When  the  gas 
and  electric  standards  were  first  announced  few  of  tin- 
plants  were  able  to  comply  with  them  without  making 
additions  and  improvements.  Hundreds  of  thousands  of 
dollars  were  expended  by  both  the  private  and  municipal 
utilities  in  developing  their  plants  to  give  the  efficiency 
of  service  required.1 

RAILROAD    SERVICE 

In  the  case  of  steam  railroads,  questions  of  service 
involve  the  close  connection  at  junction  points  between  the 
same  and  different  systems;  the  stoppage  of  a  sufficient 

'John  U.  Roemer,  Address  at  Kansas  City,  Nov.  16,  1911,  14. 
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-  at  the  smaller  stations;  the  cleanliness, 

s, uiit.it!.,!!   <.f  the  can  and  depot* ;  the 
,-,|ii:-  can  araonj/  r*  at 

all  |  I  tiit-  equipment  <>f  the  system  with  improved 

••vices  t<>  t-dless  accid. 

in \oivr*  the  question  dangerous  crossings 

and  tin-  separation  of  grades.     The  yanls,  bridges,  tracks 
and  rolling  »t«», -k  of  the  roads  are  under  constant  insp« 
.'•m  hers  ( V>mmission  *s  engineering  staff, 

be  eliminated  and  tin-  handling  of  }>oth  freight 

and  passengv  -at.d  through  tin-  a<l<>pti<>n  of  better 

methods. 

-f  these  separate  problems  requires  intricate  de- 

of  study  and  iiiv.stigation.    The  consideration  of  the 

ilities,  for  «  involves  the 

study  <>f  tin*  popnlat  •  d.  tin-  approximate  cost  of 

M nt.  the  possible  resulting  increase  of  busi- 
ness and  other  "i--i-.it m*/ 

pulilir   r.-,|unv    it.   th«-  Commission  may 
he  constriction  of  union  passenger  stations.1 

•  •  usually  drridi-d  as  the  result  of  a  fo? 
;aint  and  h.-ann^.    Airain.  nnd.-r  the  provisions  of  tin* 

spur    tra.-k    law.    tin-    constitutionality    of    \vhirh    has  been 
sustain    !  li\   tin-  state  an  .  the  Commission 

may  order  the  const  ru.t  ion  of  a  track,  not  more  than  three 
•h.  to  an  industrial  plant,  if  the  improvement 
nsahl*    to  business  and  is  not  dangerous  to  tin- 
Other  service  matters  considered  are  the  inspec- 
•  »f  block  signal  and  interlocking  plants,  the  inspection 
acks,  and   the  investigation  of  d<la\s.  a     i dents  and 
wrecks.    These  problems  arising  in  industrial  centers  lead 
any  complaints,  a  majority  of  uhich  arc  s«  ttlcd  without 

»Ch.  09,  Laws  of  1913;  also  Howard  Tftudak  v.  C.  M.  <f  St.  P. 
S.  Co.,  and  C.  f  N.  W.  S.  Co.,  1014,  13  W.  K.  C.  R.,  No.  B-«05. 
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STREET  AND  INTERURBAN  RAILWAYS 

most  complete  investigations  of  tin-  electric  railway 
ice  have  been  conducted  <>n  tin-  lines  in  Die  city  of 
Milwaukee,  \\heiv  tlie  congrst f.i  mud  it inn  of  downtown 
districts  raised  problems  that  did  not  menace  the  smaller 
cities  of  the  state.  Studies  of  service  in  all  of  the  cities 
liave  heeii  made.  These  have  culminated  in  orders  for 
the  n -muting  of  cars,  the  maintenance  of  faster  schedules, 
limitations  of  loading,  the  granting  of  permission  to 
rarry  folded  baby  cabs  on  the  rear  of  cars,  and  other  serv- 
ices. 

Investigations  of  this  character  usually  involve  observa- 
tions by  inspectors  taken  simultaneously  at  different  parts 
of  the  system,  together  with  conditions  and  difficulties  at 
•transfer  points.  Generally  these  observations  are  made 
secretly.  The  data  gathered  ine hides  the  number  of  pas- 
sengers traveling,  the  crowding  of  cars,  the  number  of 
•transfers  issued,  the  speed  and  interruptions  of  service  that 
cause  delay.  When  this  material  is  assembled  and  charted 
for  successive  days  and  for  different  hours,  the  weaknesses 
in  the  existing  arrangements  appear  in  sufficiently  definite 
form  to  permit  analysis  and  remedy.  At  Madison,  Superior 
and  Milwaukee  these  investigations  have  resulted  in  the 
complete  rerouting  of  cars,  the  ordering  of  additional 
equipment  and  more  cars  for  service  at  the  rush  periods  in 
the  morning,  noon  and  evening. 

Under  the  law  *  passed  by  the  1913  legislature  the  Com- 
mission is  given  power  to  require  the  joint  use  of  tracks 
of  different  companies  at  a  compensation  to  be  determined 
by  it,  that  the  public  may  be  adequately  served. 

'Ch.  62,  Laws  of  1913;  alto  T.  M.  E.  B.  f  L.  Co.  v.  Milwaukee 
Northern  Railway  Co..  l!»n,  i:;  \v.  !;.  Q  i;..  -jr.x.  ;u,,l  T.  M.  E.  B.  $ 
L.  Co.  v.  Chicago  $  Milwaukee  Elcc.  B.  Co.,  1913,  13  W.  R.  C.  R., 
•M, 
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WATI:I:    \VMI:KS 

rity  of  water  supply,  adequacy  of  the  source,  the 

pressure  on  the  maina  for  dome*ti.  .  industrial  and  pul>li«- 

••e,  the  accuracy  of  meter*,1  are  among  the  water-  work* 

problem*  that  demand  the  att.-ntmn  of  tin-  Commission. 

it  80  per  wnt  of  the  water  work*  in  tl.«   Ktate  are 

mnniripal  plants      I         teats  made  in  a  number  of  . 

have  n-Miltrd  in  •  <  intf  of  immediate  plant  improve- 

ment*, that  adequate  fin  might  be  ma 

Because  of  polluted  water  it  has  been  found  necessary  to 

r  a  change  in  the  source  of  supply.*    The  numerous 

decisions  of  the  Commission  affecting  water  works  show 

that  sometimes  it  has  been  necessary  to  <>nl<  r  plants  to 

••o  to  the  mrli  lin<-  <>f  lets  and   in  oth.-r  cases 

to  build  mains  into  nntupplird  dMri.-t.s,3  to  obviate  disaster 

nee  sections  in  case  of  fire.    No  general  standards 

ng  plants  have  ever  been  proimil^at.-d.  although 

in<li\idual  features  have  received  attention  from  time  to 

and  assistance  has  been  rendered  where  rules  govern- 

ing heating  service  were  being  drawn  up  by  utilities. 

ELECTRIC  LIGHTING  SERVICE 

:i  en  ts  for  gas  and  electric  service  are  more 

ic.     In  di-trrminintf  tin*  rl.-ctrii*  standards,  the  Com- 

mission formulated  rules  \\l.i«-li  did  not  lay  stress  on  any 

one  elfinmt  to  the  neglect  of  MOP  are  the  standards 

so  high  as  to  compel  the  smaller  li^l.tin-r  utilities  to  demand 

•••s  because  of  the   requ  >.4     The   revised 

»/»  r«  I*v*9ti0atio*  Hndfon  Municipal  Water  Work*,  1908,  3 
\v.  I 

*  Tarranc*  el  aL  v.  La  Crone  Board  of  Water 
7  W.  R.  C.  R,,  39,  40,  85. 


••ty  of  JanetviUe  v.  /oMtviO*  Water  Co.,  1911,  7  W.  R.  C.  R., 
708,  884;  aUo  Bcloit,  Maduon  f  Lake  Mill*  cm** 
*  In  re  Standard*,  etc.  Aug.  9,  1913,  9. 
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standards  <d'  August  !),  l!M:i.  diivrt  electric  companies  to 
test  meters  nn  i nst al la t  inn  and  at  stated  intervals  therc- 
after.  d.-pendini:  upon  the  type  and  characteristics  of  the 
meter.  |)iiriii-_r  any  six  months'  prrind.  consumers  who 
beli.-xv  their  meters  are  inacnirate  may.  ..n  application, 
rvtcsts  made  by  tin-  utility  without  expense.  If  not 
satisfied  with  tin-  utility's  trst.  or  if  they  so  prefer,  the 
Commission's  engineering  stall'  will  make  a  trst  upon  ap- 
plication, for  which  a  nominal  1W  is  rhai-^-d.  If  tin-  mHrr 
is  sl«  prect,  tin-  tee  is  paid  by  the  consumer  It'  fast 

!id  the  allowable  limit  of  4  per  cent,  the  utility  pays 
the  rxpense.  All  companies  are  iv«pmv.l  to  have  suitable 
meter-testing  equipment,  and  to  keep  complete  records  of 
all  tests  made,  hills  rendered  to  customers  shall  designate 
the  reading  of  the  meter  at  the  l)r^iiin'm«r  and  end  of  the 
period  for  which  it  is  rendered. 

In  addition  to  the  meter  inspection,  which  some  cities 
maintained  before  standards  were  promulgated  for  the 
state,  the  Commission  requires  each  company  to  keep  a 
record  of  interruptions  in  service  and  to  make  reasonable 
efforts  to  eliminate  interruptions,  and  whenever  they  occur, 
service  must  be  reestablished  with  the  short- -t  p«.xsible 
delay.  It  defines  as  an  interruption  a  period  of  over  30 
seconds  during  which  the  voltage  on  the  circuit  is  less 
than  80  per  cent  of  its  normal  value.  The  rules  require 
that  an  operating  log  be  kept  in  each  plant.  By  the 
Commission  following  these  various  records  closely,  the 
improvement  made  in  the  service  furnished  by  many  utili- 
ties has  been  marked.  Another  rule  provides  that  the 
voltage  supplied  at  any  consumer's  cut-out  shall  remain 
constant  within  prescribed  limits.  The  company  is  also 
required  to  make  frequent  inspection  of  incandescent  lamps 
and  to  inform  each  of  its  consumers  "as  to  the  conditions 
under  which  efficient  service  may  be  secured  from  its 
system, " 
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At  promt  there  are  over  350  elertri.-  lighting  plants 
whom?  service  is  rep  inspected  by  members  of 

Commission's  start"  mpectors  carry  testing  equip 

i  tak»*  gr  -  nf  vnltagi-  <lihtrilm- 

systems,  tin?  company's  stan  truim-nt, 

meters  and  tin- 

renewals  of  incandese*  nt  lamps  -.-.•«. r-img  in- 

i«-nN    lia\i     run    «IM  r    night,   the   inspector   visiU  the 

r  tin-  in-  records.    A  com- 

•  •f    all    infm-mati'iii    ^allirn-.i  n   sent   to 

tin- main  nsVin- at  .Ma«liNi»ii.  tn  ^al  record 

•ility 

turn    M. .?.-..!    i  <>iniiiis.sinii   of  tlir  necessary 

th«'sc»  suggestions  are  followed  up  by  later 
inspection  to  see  that  t  IK- -  >  an- .ri  forced.    Inn- 

all  plants  snllicii  :  sithout  Bum- 

•  s  before  the  Commission  to  explain 

As  a  result  of   this   inspection   aid   stt  ation  of 

tnentl  in  \<>ita^«-  run.:  .tve  taken 

in  ill.-  When  the  law 

was  •  <»ut  nf  L'.'is  plants  thi-n   furnishing  service  to 

msuiMi-rs.  nnl\ •  almiit  n^:  15,000  users,  fur 

voltagi 

was  given  to  60,000  c«  fm-ty  plants  have 

been  gen*  rally  n\«  rhaulr.l.  besides  the  general  me- 

•:ia«lr    in    nth.-r    .-l.-.-trie    uti 
it.-st  iiiiprnvriurnt  has  biM-n  hmu^'lit  aUmt 
l»y  the  ailiiitional  care  with  whieli  utiliti.-s  ha\.-  l».-.-n  oper- 
>«•  matt. -rs  liave  bet-ii  -i/cd.     The  Corn- 

staff  estimates  tl  11  nf 

100,000  .  .-nnsmm-rs   in   tlie  state  "are 

as  measured  l.y 

:i  standanis      In  th  it  must  be  borne 

in  ui in.  1  gulation  of  voltage  is  new,  and 
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that  work  similar  to  this  in  scope  has  never  before  been 
attempted." 

When  the  standards  were  first  announced,  less  than 
a  dozen  companies,  serving  Approximately  12,000  consum- 
ers, were  inspecting  tln-ir  meters.1  Practically  every  plant 
in  the  state  now  has  instruments  f<»r  dnin«r  this  work. 

The  engineering  staff  has  estimated  tin-  financial  gains 
to  the  puhlic  as  a  result  of  standards  and  inspections  MS 
follows  : 

Assuming  that  the  improvement  in  voltage  regulation  brouirht 
about  by  enforcing  the  rules  of  service  has  heen  worth  f>  per  cent 
of  the  bills  to  the  oilier  60,000  consumers  now  ^chiiiir 
vice  regulation,  and  that  the  remaining  -10,000  have  received  a  1 
per  cent  benefit  due  to  raisin  ir  the  standard  of  regulation,  shows 
a  saving  of  $122,400  per  annum  on  the  basis  of  average  hills  of 
$3.00  per  month.  At  present  practically  all  electric  meters  are 
tested  systematically;  at  least  00,000  are  now  tested  which  did 
not  receive  such  tests  five  years  ago.  If  this  is  worth  1  per  cent 
to  the  consumer,  the  total  value  of  the  work  has  been  >-l.(i<>0 
per  annum.  This  gives  a  total  of  $144,000  saved  to  the  electric 
lighting  consumers  of  the  state  each  year  because  of  the  regu- 
lation of  electric  service. 


GAS   SERVICE 

The  gas  standard  requirements  are  similar  to  those 
which  were  promulgated  simultaneously  for  electric  plants. 
No  gas  meter  is  allowed  to  remain  in  service  unle 
n-L'UtiTs  within  2  per  cent  correct.  Meters  must  be  tested 
at  installation  and  may  remain  in  service  a  maximum  of 
four  years  between  tests.  Request  and  referee  tests  are 
made  on  application  under  similar  rules  as  applied  to  elec- 
tric companies. 

The  monthly  average  for  the  heating  value  of  gas  shall 

1  Report  of  inspectors  to  Commission  (unpublished),  Get  18,  1911. 
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'•••»  lew  than  600  British  thermal  units  per  cubic  foot, 
ami  the  minimum  Khali  never  fall  Mow  550.    These  testa 
•  be  made  anywhere  within  a  radius  of  one  mile  from 
the  <!  mt      Large  plants  with  an  annual  out- 

of  20,000,000  cubic  feet  of  gas,  or  over,   shall  be 
r.pnpp"!   \\iih  stan.lanl   instruments  for  measuring  heat 
><1  Khali  make  testa  at  least  three  days  a  week. 
Because  no  gas  is  utilized  scon- 

power  stand  not  coiuii<i<  r«l  necessary. 

An.. tin -r  rule  prescribes  that  the  gas  pressure  shall  be  such 
as  to  support  from  two  to  HI  s  of  water  "and  the 

maximum  pressure  at  any  outlet  <>n  the  system  shall  never 
be  greater  than  double  the  minimum  pressure  at  that  out- 
The  purity  of  gas  is  controlled  by  allowing  not 
more  than  thirty  grains  of  total  sulphur  for  every  one 
hundred   cubic  feet  and  not  more   than  a  trace  of  sul- 
etted  hydrogen.    A  complete  record  of  all  complaints 
and  their  remedy  shall  be  kept  by  the  company  op« 
public  inspect  inn. 

The  service  of  these  plants  is  regularly  inspected  by  the 
Commission's  staff.    In  a<  1«1  it  inn  to  the  regular  gas  plants 
are  a  number  of  gasoline  and  acetylene  plants  that 
ire  occasional  visits  for  assistant,  in  operating  matters. 
ity-six  regular  gas  plants  in  the  state  furnish 
i.-e  for  appmximat.  1\    r_'5,000  consumers.     In  the  six 
standards   and   state   inspections  have  been 
t  value  of  the  eleven  plants  has  increased 
more  than  lo  p.-r  rent.     In  one  case  it  has  increased  30 
per  cent.    Two  plants  have  increased  heat  value  between 
,<l  10  per  ernt.  and  five  plants  between  2  and  5  per 
The  pressure  was  tte  in  twelve  plants.     In 

thirt'-.-n  mi.  s  having  gas  service  no  systematic  meter  in- 
spection was  carried  on.    A  conservat : 

ing  and  staffs  on  October  18. 

I'.'ll,  for  each  eitv  in.livi.lually.  showed  a  total  saving  to 
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consumers  of  the  state  of  $45,000  per  annum  ' 
as  a  result  of  8tan<lanli/.ation  of  service. 


TELEPHONE   SERVICE 

Definite  standards  of  telephone  service  were  fiM  out 
lined  when  a  member  of  the  Commission '•  engineer-in-.:  stalT 
presented  a  tentati\e  set  of  rules  •  in  the  state  convention 
lephone  men  held  in  .Madison  in  l-Ylirnary.  I'M:;  After 
these  preliminary  rules  were  <lisciiss,.,l  ;md  revised,  two 
public  hearings  on  tlie  subject  were  conducted  li\  tin-  Com- 
mission ami  as  ;i  n-.xiilt  a  formal  order  was  ixsiied  August 
lahlisliing  standards  of  telephone  Benrioa 
These  rules  require  that  equipment  and  lines  shall  be 
properly  maintained;  that  "cross-talk"  and  noise  unrea- 
sonably interfering  with  the,  service  shall  be  eliminated 
and  that  lines  shall  not  be  overloaded  by  connecting  more 
subscribers  to  a  single  line  than  can  be  adequately  served. 
Telephone  utilities  are  required  to  supply  lines  for  through 
traffic  between  cities  and  villages,  to  which  f.  w  if  any 
subscribers  are  permanently  connected.  The  companies 
are  required  to  make  such  tests  and  inspect  ions  as  are 
necessary  to  satisfy  the  Commission  and  the  public,  that 
they  are  complying  with  the  rules.  Each  company  U  re- 
quired to  have  sufficient  switchboard  capacity  and  operat- 
ing force  and  to  make  reasonable  provision  to  meet  emer- 
gencies. Ten  seconds  is  -riven  as  the  period  within  which 
!»<>  to  !U  per  cent  of  all  calls  must  be  answered  by  telephone 
operators,  the  larger  exchanges  answering  at  least  94  per 
cent  within  that  time.  Directories  are  to  be  revised  an- 
nually or  semi-annually,  depending  upon  the  size  of  the 

1  These  facts  are  taken  from  a  report  of  inspectors  to  Commission 
(  iinpubliM  • 

» J.  N.  Cadby,  "Definite  Standards  of  Telephone  Service,"  A  I 
dress  before  Wisconsin  State  Telephone  Association,  Feb.  12,  1913. 
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inge*  taking  place.    Tin- 
i  list  rin  tiona  and  rule*  governing 

•'.••I-  nt  t  .  all  users 

of  tl  ti  an- 1  nlili-ratinns.    Although  no  definite  rule* 

go\'  t»  are  included  a  numl..  r  of 

are  given  which  tihould  serve  aa  a  guide  in  toll 

Tin-  mntinr  inspection  in  conn.-ctinn  with   th«-x*-  nil«-s 
ia  to  be  carried  on  m  ti..-  ma  ilar  to  that  employed 

iles  were  adopted      AJ  in  the  case  of  el* 

and  gaa  aer\  ions  heretofore  have  been  made 

up'.!  us  by  the 

's  staff  have  been  conducted  annually  at  some 

lianges,  serving  about  82,000 

subs-  A    '   |  pbonfl    iiiNj,,  ,-!,,r  makes  from 

Olie    IlllMillVil    illsp.-rtK.ll    .-all  trl,- 

lity's  office  to  check 

••e  recortls.     I  -.-s.-ntative  of 

-oad  Cointiiissinn  assists  in  tl 
a  split  second  stop  watch  that  records  tin*  tim<-  n-cj  , 

t   thr  ..p.-nitnr  and  tin-  party.      lu-^ular  n-porta,  made 
-   <  01 1 1  mission's  office  at  Madismi.  shu\v  such  irrrjri; 
a 8  wrontr  nmnln-rs  triv.-n.  pom  i  of  calls,  in 

disti:  .  and  an.  laints  of  snlxscribers. 

'I'll.-  «  itrly   ini'unns  tin-  company  of  the 

'  "ii  witii  suggested  changes  to  Serin-i- 
imp  roved  service.  The  Commission's  suggestions  to  th<- 
mill'  '1  with  hlur  print  curves  showing  the 

r.  suits  nf  all  former  inapeetiona  of  the  plant  with  a  graphie 
;'  the  si-rviee  funiishi-d  l>;  n»«  utilities  in 

lass.    Unless  .us  are.  made 

within  rrasi.iial>l«-  tin,.-.  th<-  Commission  issues  a  formal  or- 
any. 

Tests  during 
TJ.  in  thirty  on.-  cities  of 
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the  state  show  that  it  required  an  average  time  of  4.5  sec- 
onds to  get  the  operator,  while  the  minimum  was  3.2  sec- 
onds, and  the  maximum  11.7  seconds. 

The  ivquimiieiits  of  the  Commission  have  resulted  in 
extensive  telephone  improvements  in  the  state.  Many  of 
the  lines  have  been  changed  from  grounded  to  metallic  cir- 
cuits at  great  expense,  occasionally  necessitating  an  in- 
crease of  rates.  Of  thirty- two  orders  of  the  Commission 
anthori/inj:  public  utility  rate  increases,  in  the  live  yean 
up  to  August  20,  1912,  twenty  related  to  telephone  plants 
\\heiv  the  advance  was  necessary  because  of  tl 
grade  of  service  furnished. 


<  II  AFTER  VI 

A<v<,rvriN<; 


Iu  considering  the  matter  of  public  utility  regulation 

of  proper  accounting  cannot  be  overempha- 

sized.   It  ^nized,  however,  that  public  service  com- 

pany accounting  as  a  science  had  been  given  but  little  con- 

ation before  the  beginning  of  the  iu.-nti.-tli  century. 

was  largely  due  to  the  fact  that  the  interests  before 

time  centered  primarily  around  tin-  cash  account,  and 

"••cords  Were  naturally  k.  pi   in  sii.-h  a  mann.-r  that  the 

.Is  an.l  employees  might  be  shown.    Ac- 
counting with  these  purposes  in  ant  a  record  sys- 

tem that  would  show  receipts  an.l  disbursements,  wit! 

checks  so  as  to  prevent  misuse  of  the  revenues.    While 

is  an  important  feature  in  any  system  of  accounts, 

it  does  not  furnish  the  information  along  accounting  lines 

as  required  at  the  present  time.    Accounting  as  understood 

to-day,  and  to  be  of  the  greatest  service,  must  give  a  com- 

•  a  of  the  condition  of  the  business.    The  pres- 

u  of  accounting  is  well  brought  out  )>y  William 

•   Cole  in  his  book,  "Accounts,  Their  Construction  and 

Intrrpr.  '  in  which  he  says: 

"Amounting,  in  the  sens*-  in  which  it  is  used  he- 

analysis  and  record  of  business  transactions.    It 

attempts  to  tell  about  every  transaction  everything  that 

can  be  of  service  when  known  ipU  to  show  the 

result  of  every  effort,  the  cost  of  every  return.     Only  by 

1  Pp.  45. 
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its  aid  ean  satisfaetory  eompariMm  he  ma.  1.-  of  different  en- 
t.  rprixrs  and  different  methods." 

In  maimfaetnrin«r  industries  tlic  necessity  of  having  a 
comprehensive  knowledge  of  111.-  OOffi  ••!'  production  is  now 
well  reco^ni/ed.  I  lei-.  -tofore  increases  in  expenses  were 
met  by  an  expansion  or  im-rcase  of  sales.  Competition,  of 
late,  however,  has  forced  men  to  ivali/e  that  increases  in 
do  not  necessarily  eontinue  to  jrive  profits  in  propor- 
tion to  the  extra  cost  involved  iti  putting  the  products  on 
the  market.  The  only  logical  solution  under  these  compel  i 
tive  conditions  is  to  economi/e  in  the  cost  of  production. 
Under  normal  competitive  conditions,  cost  more  than  any 
other  element  fixes  the  price  or  determines  the  profits  to  be 
made.  A  knowledge  of  the  costs  of  the  various  articles 
produced  has  now  become  imperative,  and  this  demands  a 
change  from  the  old  to  the  present  system  of  accounting. 

The  importance  of  proper  accounting  for  public  utili- 
ties can  be  more  fully  realized  when  it  is  remembered  that 
regulation  of  public  utilities  has  for  one  of  its  main  func- 
tions the  determination  of  what  constitutes  a  reasonable 
rate  of  return  to  the  utilities.  It  is  obvious  that  a  puhlic 
body  cannot  determine  what  constitutes  a  fair  rate  of  re- 
turn  without  having  at  its  disposal  ample  information  as  to 
the  revenues  and  expenses  of  the  company.  Such  infor- 
mation must  not  only  be  a  true  representation  of  the  af- 
fairs of  the  utility,  but  must  also  be  presented  in  such 
form  that  it  may  be  used  to  the  utmost  advantage. 

This  fact  was  recognized  by  those  who  drafted  the 
Public  Ttility  Law  and  ample  powers  were  conferred  upon 
the  respective  commissions  for  prescribing  accounts  and 
records  suited  to  the  needs  of  reL'ulation.  Section  17!)7m-8 
to  lf>,  inclusive,  of  the  Public  I'tility  Law  of  Wiseonsin, 
for  example,  pives  that  Commission  the  power  to  prescribe 
the  system  of  accounts  to  be  kept  and  in  addition  makes 
it  unlawful  for  utilities  to  keep  any  book  accounts,  papers 
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or  records  of  business  transact*  tl.au  those  pre- 

scribed or  approved  by  the  Commission.    The  wisdom  of 
conf  nnsKion  ban  already 

been  demonxtrat*  t«  operation.    Tl 

•ua  when  it  ia  remi't  n-^iilation  of  publir 

utilitiea  to  be  effective  in  in  large  part  dependent  upon 
records  1  u.-h  a  way  »  n-sults  of  oper. 

and  the  true  condition  <>f  •  mess  may  be  shown. 

This  end  mul.l  not  be  accomplished  without  a  central  body 
controlling  the  accounting  practices. 

Wit!  n  in  a«-«-' •Muting  matters  <Iifli 

rulties  are  found  along  the  following  lines: 

1      Reeordaof  const ru.-t  ion  an*  not  k.  i »t  separately  from 
records  of  <  penses. 

No  distiiii-tioii  is  made  in  many  caw*  between  re- 
pairs an<l   ivplar.-iii.-Mts. 

In  n.MMi.-ipally  owned  utilities  often  no  att 
made  to  k. .  p  the  records  of  the  utility  separated  from 
those  of  the  general  business  of  the  city. 

4.    Even  v  <•  expenses  of  operation  are  kept  dis- 

tinrt  from  nth.  r  it.  MLS,  the  revenues  and  expenses  are  so 
lassified  as  not  to  permit  of  cost  analysis. 

With  surh  rim.lit i«»ns  prevailing  »'»  the  accounting  prac- 
tices one  of  the  first  problems  con f  tli.  puMir  utility 
commissions  aft.-r  tli.-ir  <>r<::i:  n  of 
n  syst.-Mi  of  ar.-.Miiits  \\hi.-h  \\nuM  atT..r.J  th.-  refolatrn 
agency  a  means  of  securing  t  i  nation  necessary  for 
regolati 

The  Railroad  Commission  of  Wisconsin  was  one  of  t  le- 
ers in  working  out  a  complete  system  of  accounts  for 
ut  ilities  designed  to  meet  the  demands  of  the  operating  men 
and  supply  thr  information  for  rtT.rtm-  refill  \ft.-r 

two  years  of  investigation  following  the  passage  of 

Mlity  Law  in  1'H)?,  a  complete  system  of  account- 
ing and  reports  was  promulgated  applicable  to  all  of  the 
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utilities  of  the  state.  At  the  present  time  a  large  number 
of  states  have  commission  control  of  public  utilitirs  and 
have  adopted  accounting  schemes  for  the  various  utilities. 
It  is  worthy  of  note  that  these  systems  follow  the  general 
policies  laid  down  by  the  pioneer  states  in  this  work.  By 
discussing  the  accounting  schemes  adopted  by  the  Wiscon- 
sin Commission,  therefore,  a  general  understanding  of  the 
public  utility  accounting  now  in  vogue  will  be  gotten.  The 
Wisconsin  system  is  based  upon  the  principles  of  cost 
accounting  on  a  uniform  plan. 

The  possibility  of  securing  uniformity  and  at  the  same 
time  of  adhering  to  good  accounting  practice  was  simplified 
by  building  the  classification  around  summary  double- 
entry  bookkeeping  forms.  By  following  this  policy  it  was 
possible  to  adopt  a  system  sufficiently  flexible  to  provide 
for  every  variety  of  operating  condition,  and  at  the  same 
time  meet  the  needs  of  the  smaller  as  well  as  the  larger 
utilities.  These  forms  are  three  in  number:  the  balance 
sheet,  the  income  statement  and  the  profit  and  loss  account. 
In  the  Wisconsin  classification,  the  last  two  have  been 
grouped  under  one  account  for  convenience  in  submit- 
ting reports  to  the  Commission. 

The  summary  accounts  in  these  forms  are  chosen  along 
0001  accounting  lines  so  that  the  small  utilities  are  allowed 
to  group  all  items  under  the  main  divisions  or  controlling 
accounts  without  subdivision  as  to  items,  and  for  the  larger 
utilities  the  summary  accounts  are  further  subdivided,  the 
extent  of  the  detail  depending  upon  the  size  of  the  utilities. 
Under  the  scheme  followed,  the  controlling  accounts  are 
maintained  from  the  small  Class  D  utility  to  the  large  Class 
A  utility. 

The  controlling  accounts  in  the  balance  sheet,  on  the 
one  hand,  showing  the  assets,  consist  of  property  and  plant, 
treasury  securities,  investments,  reserve  and  special  fund 
assets,  current  assets,  and  prepared  accounts,  and,  on  the 
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other  hand,  drawing  the  liabilities  conxUt  of  capital,  mort- 
gage, reserve,  current  and  accrual  liabilities.    The  excess 

ie  aMeta  over  the  liabilities  under  proper  accoui 
conditions  should  show  the  undivided  surplus  in  the  busi- 


These  account*  form  the  main  structure  in  the  balance 
sheet  and  are  so  general  in  character  that  subdivisions  of 
the  main  accounts  provide  for  sufficient  flexibility  to  meet 
the  varying  operating  conditions. 

The  income  statement  is  purely  an  operating  statement 
and  follows  the  same  policy  in  providing  runt  rolling  ac- 
counts outlined  above  for  the  balance  sheet  In  this  state- 
summary  or  controlling  accounts  are  the  same 
be  small  as  f<>r  the  larger  utilities  and  provide  that  the 
small  utilities  be  required  to  maintain  only  the  controlling 
accounts,  while  a  subdivision  of  each  of  these  accounts  is 
require.  I  in  ease  of  the  larger  operating  companies. 

The  accounting  arrangement  of  this  form  provides  a 
statement  of  the  operating  revenues,-  then  the  operating 
expenses,  after  \\  hi.-h  th<>  gross  income  is  shown.  This  is  a 
logical  step,  for  it  reveals  the  results  of  operation  after  all 
s  of  operating  expenses  have  been  provided  for.  The 
tions  from  gross  income  naturally  follow  next,  which 
shows  separately  the  costs  incurred  depending  upon  the 
manner  of  financing  the  business  as  revealed  by  the  lia- 
bility side  of  the  balance  sheet.  Next  in  order  comes  net 
income  or  the  profit  or  loss  for  the  period,  which  is  usually 
carried  to  form  number  three,  the  profit  and  loss  account, 
but  v  I  as  part  of  the  income  statement  ac- 

•  '  t he  Wisconsin  classification.  The  profit  and  loss 
account  as  the  final  form  is  intended  to  show  the  manner 
in  whirh  the  profits,  if  any  result  from  operation,  have 
been  disposed  of.  The  profits  may  be  used  in  the  declare- 
'•nds  or  those  in  control  may  decide  to  use  all 
or  a  part  of  the  profits  in  huiKliug  up  the 
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Information  disclosed  in  the  income  statement  outlined 
above  is  essential  in  the  matter  of  rate  regulation.  Tin 
widest  use.  however,  depends  upon  a  logical  arrangement  of 
the  controlling  accounts  in  conformity  to  the  principles  of 
cost  account  in"  This  situation,  it  appears,  has  been  suc- 
cessfully met  in  the  Wisconsin  classification. 

Turning  to  the  operating  revenues,  we  find  a  careful 
arrangement  of  the  revenues  among  the  different,  branches 
of  service  furnished.  The  i m portance  of  this  arrangement 
cannot  be  fully  appreciated  until  a  question  of  rates  arises. 
It  is  then  desirable  to  know  how  much  each  class  of  service 

1:.!S    l.eell     c«  U  it  I1 1  \  M 1 1  i  I)  £    to     llleet     tile    cost     of     IVIlderilljr    that 

class  of  service.  With  this  information  at  hand,  it  will  he 
ible  to  determine  within  reasonable  bounds  whether 
any  class  has  contributed  more  or  less  than  its  just  propor- 
tion of  the  revenues  of  the  utility. 

The  subdivision  <>f  operating  expenses  constitutes  the 
main  point  of  difference  amon^  those  who  have  given 
thought  to  uniform  classification.  It  appears  that  the 
grouping  of  •  s  should  be  determined  primarily  by 

the  purposes  to  be  attained  by  the  classification  and  the 
information  required  to  meet  that  purpose. 

From  the  viewpoint  of  cost  accounting,  it  seems  reason- 
able to  assume  that  the  purpose  should  be  to  determine 
This  \\-,^  he,  ii  the  assumption  upon  which  the  \Vis- 
< -onxii,  .  hi^itieation  has  been  built  up  and  these  general  ac- 
count jrroupinjrs  have  been  widely  used  in  the  public  utility 
field.  It  is  appreciated  that  the  cost  of  service  principle 
has  not  been  universally  adopted  as  the  proper  basis  for 
determining  ;  ill  when  considered  from  the  stand- 

point of  cost  accounting  it  seems  highly  desirable  to  know 
the  costs  no  matter  what  policy  of  rate  regulation  is 
adopted.  Unless  this  policy  is  adhered  to,  it  appears  that 
the  classifications  are  contrary  to  the  accepted  policies  of 
cost  accounting. 
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•/in  mill.  I  t  tance  of  knowing  the  coKt  <>f 

iaiwiti  of  Ht*r\  cost  account 

•I lowed  in  g>  *  ex* 

pentes  at  far  at  j-  -*x  the  tuccemive  steps  in  fur- 

nishing the  service,  uhile  tho*e  \\hi.-h  an-  o\. rhead  and 
••••  assign  Hy  an-   pi.i--.  •!  pingH  by 

Helves  so  that   \\ln-ti  the  question  of  nit.  s  a  rim*,  they 
may  he  distnl.ut.  •!  o  .ioea  according  to 

earefull>  :    nut    prin.-ipl.-s 

'ii'iuoiistratiMl  tin-  wisilnin  of  a<lh< 
;-.  because  in  a*i>htinn  t<>  making  pomibl' 

th*-  cost  of  tin-  various  rlanes  of  service 
the  system  has  met  with  unqualified  success  in  maintaining 
uni! 

.tin!   importance  of   uniformity    in   ac- 
^•nrrally  nTo<rni/«-<i  an«l  it  is  l».  inu'  ui«I«-ly 
ii  pulilii-  an.l  .jiiasi  public  nmli-rtakinpi.     The  ele- 
ment of  uniformity  is  import. tut   t<>  pul.l;  commin- 
•kma  to  enable  tlntu  to  mt>rpr<t  '                         .m*l  expendi- 
tures of  a  plant   )>y   rmit  lasting  th.-m    \sith    othi-r   utilities 
of  about  equal  size,     lltlici*  n<-y  ,,r  in*  !li«  i.  n.-y  of  manage- 
ment can  most  n-a-hly  be  shown  through                 ons,  item 
l>y   it. -in.     In  rate  decisions  much   •  mphasis  is  put  upon 
i ual' f  costs  of  operation  or  average  costs  of  operation. 
ir  expenses  upon  \\  l.i.-h  rates  are  based  must 
be  normal  and  reasonablr              reasonableness  of  the  op- 
uses of  a  given  utilr                       .i-lily  be  de- 
:u  the  records  of  any  individual  utility.     To 
mine  what  are  normal  op<  rating  expenses  and  what 
degree  of  efli                             »n  has  been  seen  pos- 
-.r  comparisons  is  important.     Whether  or 
ates  of  a  particular  uti                 .-asonahle  cannot 
amount                      profits.     The  total 
t  of  a  utility  may  not  be  excessive,  but  still  the  con- 
sumers as  a  whole  may  be  treated  unjustly,  due  to  cxcea- 
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•  I >e rat  ing  expenses  caused  l.y  iih-fiirimt  management. 
\Yhether  or  not  a  particular  utility  is  being  operated  effi- 
ciently can  best  be  determined  hy  comparing  its  costs  with 
other  utilities  producing  the  same  product  and  operating 
under  similar  conditions. 

In  oid.  r  to  make  the  most  satisfactory  study  of  ctti 
eiency.  the  ditTerent  costs  must  he  expressed  in  terms  of 
standard  units.  A  study  of  unit  costs  is  made  poss i  I  th- 
under a  unifnnu  accounting  arrangement,  l.y  "unit  costs" 
is  meant  the  cost  of  some  one  process  or  step  in  the  pro- 
duction process  reduced  by  some  suitable  division.  Thus, 
for  a  water  utility,  the  commonest  unit  of  expense  is  the 
gallon;  in  a  gas  utility,  cubic  foot;  and  in  the  electric 
utility,  the  kilowatt  hour.  Of  course,  many  other  units 
for  the  measurement  of  costs  are  possible  and  are  used,  such 
as  miles  of  main,  number  of  meters,  etc. 

MUNICIPAL  WATER  UTILITIES — CLASS  A 

Detailed  and  Total  Operating  Expenses  in  Dollars  par  Million  Gallons 
I'nmpedfor  Year  Ending  June  30,  1912 


is 
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Total 
pumping 
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Total 
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Total 
undistrib- 
uted 

1  Total 
operating 

expends 

513 
730 
1,161 
1,025 
68C 
332 
17,024 
1,121 
304 
9ft 
841 

$16.58 
7.80 
11.50 
15.91 
38.21 
19.51 
6.69 
11.52 
25.25 
54.59 
12.64 

$2.85 
5.18 
•3.89 
5.05 
6.86 
5.90 
3.66 
2.62 
6.99 
27.47 
2.07 

$0.62 
2.12 
1.21 
.39 
4.50 
.38 
3.32 
.33 
2.23 
.33 

$1.75 
1.31 
1.23 
.84 
2.14 
1.88 
1.34 
2.54 
4.35 
7.38 
1.18 

$0.75 
.55 
.17 
.34 
.61 
.77 

l!l7 

,  .86 

$22.15 
16.96 

1S.(K) 

r,2.:!:2 

•JS.44 
16.91 
18.18 
37.45 
91.67 
16.60 

Eau  Claire 

La  Crossc    

Manitowoc  

Milwaukee  

ShebovKan  .  . 

Watertown  

Waukesha 

Wausau  
Average 

.38 

1,495 

$20.94 

$5.53 

$1.85 

$6.05 

$0.89 

$35.32 
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The  preceding  table  taken  i  reoordii  of  the  Com- 

mission ill  u*t  rates  tho  importance  of  nu«-h   uniform  unit 


is  table  compil«-<l  from  unifonn  records  shows  not 
only  the  total  cost  per  million  piUmm,  but  tho  expense  of 
each  successive  step,  aa  '  Mition,"  etc. 

Several  of  these  plants  show  expense  costs  above  the  ; 
age.    For  one  plant  the  total  cost  per  million  gallons  of 
water  pumped  is  $91.67,  an<l  in  another  $52.32,  while  the 

ui  cost,  according  to  other  plants,  is  approximately 
$25.00.  Considering  these  costs  in  detail,  in  the  first  in- 
stance, the  total  "pumpage  costs"  and  the  total  "distriba- 

costs"  are  above  normal,  while  in  the  second  instance 
costs  appear  normal,  except  for  "total  pumpage."  '!';.—•• 
figures  show  the.use  of  comparative  unit  costs.  Although  it 
would  be  unfair  to  assume  immediately  that  these  plants 
were  being  operated  ineftieirntly,  these  figures  do  show 
along  what  lines  a  can-fill  investigation  of  the  plants  should 
proceed.  Such  comparisons  are  of  importance  because  they 

i«le  a  means  through  which  apparently  abnormal  costs 
can  be  detected  and  show  just  where  careful  investiga- 
tions as  to  cost  are  necessary.  Comparisons  of  this  nature 
are  not  only  possible  for  the  plant  as  a  whole,  but  for  each 
step  in  t!.-  pro.lurtion  process  as  well. 

Although  it  is  self-evident  that  no  utility  business  can 
be  successfully  conducted  without  an  accurate  knowledge 

o  cost  of  rendering  the  service,  it  was  surprising  to 

as  a  rule  the  best  conducted  privately  owned 
ties  had  only  in  a  measure  recognized  the  importance  of 
cost  accounting  systems,  while  municipally  owned  utilities 
had  made  no  advancement  along  this  line  whatever  when 
regulation  first  began.  In  this  connection  it  may  be  said, 
however,  that  the  accounting  systems  prescribed  by  the 
Commission,  although  differing  materially  from  those  for- 

y  in  vogue,  have  met  with  general  approval  among 
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managers  of  privately  owned  plants,  ami  thos,.  ,,f  muni- 
cipally owned  plants  who  were  inclined  and  in  a  position 
to  administer  tin-  affairs  of  the  plant  on  a  sound  l>u  tineM 
basis. 

The  local  authorities  in  control  of  municipal  utilities 
very  naturally  did  not  adopt  the  systems  u  readily  as  tli< 
privately  owned  utilities.  This  lack  of  efliri.-u.-y  baa  l»".-u 
due  to  various  causes.  The  rotation  in  oflic.-.  lack  <>i 
administrative  ability,  and  accounting  k  no  wl.  •,!«:«•. 
among  the  chief  causes.  The  Railroad  Commission  of  Wis- 
consin recognized  the  difficulties  of  tin  utilities  in  thU  re- 
spect  and  has  adopted  means  of  assisting  those  utilities 
that  find  difficulty  in  conforming  tin-  accounting  practices 
to  the  needs  of  the  Commission.  This  assistance  consists 
of  prescribing  the  systems  re<piiiv.l  in  i-a: -h  instance  and 
furnishing  accountants  for  actual  installation  work.  Un- 
der this  method  all  utilities  encountering  difficult ies  are 
given  an  opportunity  to  secure  the  mc.ssary  accounting 
assistance.  It  is  worthy  of  note  that  approximately  90 
per  cent  of  the  applications  for  assistance  and  the  actual 
installation  work  has  been  in  connection  with  municipally 
owned  plants.  This  is  an  encouraging  situation,  for  it 
manifests  a  desire  on  the  part  of  the  municipal  it  ies  to  place 
the  municipally  owned  plants  on  a  firm  lmsim-xx  1 

From  the  viewpoint  of  regulation,  the  inability  of  utili- 
ties to  properly  follow  the  advanced  ideas  along  account- 
ing lines  has  made  the  work  difficult  in  many  instances. 
In  addition,  it  has  caused  numerous  unjust  rpirstions  re- 
garding rates.  It  is  of  interest  to  both  the  utilities  and 
the  public  that  all  utilities  adhere  strictly  to  the  sys- 
tems of  accounts  outlined  by  the  various  state  com  mis 
sions.  With  information  kept  in  the  proper  manner,  and 
as  a  matter  of  public  record,  there  is  no  doubt  that  a 
great  deal  of  misunderstanding  between  the  utilities  and 
the  public  will  be  eliminated. 


VII 
DEPRECIATION 

ate  regulation  ha*  brought  the  subject  of  deprecia- 
tothef..-  .vith  renewed  interest.    Both  the  pub- 

it  ility  owners  have  begun  to  give  thoup 
stu.l  M  so  that  tlu-  operating  expenses  of  a 

i.-li  iletermine  in  a  large  degree  scales  of  rates 
t..  tli.«  public,  may  be  properly  defined.  When  plants 
were  small  and  owned  t>\  t)  ators  the  importance 

of  .!  .in  was  not  BO  great.    Now  that  the  securities 

prises  are  sol. i  <>M  the  open  market  in  all  parts 
<>f  t!  tin-   investor  desires  full   information  of 

all  properties  h. -him!  tin-  equities  and  the  plan  and  rate  of 
on  1>\  whi.h  these  properties  are  to  be  kept  intact. 
ii  is  meant  the  amount  that  must  be  set 
aside  by  an  operating  property  to  cover  wear  and  tear,  gen- 
decay,  obsolescence  and   inadequacy.     Depreciation 
begins  as  soon  as  a  part  of  the  plant  is  in  place  or  com- 
and  continues  until  it  becomes  useless  or  is  dis- 

It   may   not   represent  an  actual  expend r 
the  amount  that  is  set  aside  to  offset  the  loss  in 
or, MI rnn<:  to  an  operating  plant.     Theoretically,  the 
sum  reserved  makes  up  th.  ditT. -r. -n.-e  "between  the  value 
of  the  plant  at  any  p«  nstnirtion.  although  kept 

in  good  running  condition  by  ordinary  repairs,  and  the 
M  of  the  plant." 

1  State  Journal  Printing  Co.  *f  ol  T.  Madi*m  Go*  f  EltcMc  Co., 
1910,  4  W.  B.  C.  R.,  550,  818. 
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The  nature  of  each  of  tin-  <  1, m«  nts  that  go  to  make 
up  depreciation  is  about  as  follows:  ordinary  repairs,  that 
are  constantly  being  made  in  every  plant,  are  designed  to 
offset  wear  and  tear.  While  in  the  nature  of  depreciation 
these  items,  which  continue  about  tin  same  year  after 
year,  are  generally  charged  directly  to  the  operating  ex- 
penses, they  are  not  always  included  in  tin-  depreciation 
allowance.  General  decay  includes  such  changes  as  are 
caused  by  the  action  of  tin-  dements,  commonly  known  as 
"decrepitude."  These  changes  cannot  be  offset  by  ordi- 
nary repairs,  but  require  the  replacement  of  the  entire 
unit.  They  affect  all  elements  of  tangible  property  with  the 
exception  of  land.  Through  invention,  and  the  develop- 
ment of  the  art,  machines  and  methods  of  operation  that 
were  economical  yesterday  may  be  obsolete  to-day.1  One 
class  of  engine  supersedes  another,  requiring  changes  in 
equipment;  water  power  may  be  developed  to  take  tin- 
place  of  steam  or  overhead  wires  may  be  ordered  under 
ground — all  these  changes  are  elements  of  obsolescence 
that  could  not  be  foreseen  by  ordinary  judgment,  and  must 
be  covered  by  depreciation.  Moreover,  the  city's  popula- 
tion may  have  increased  rapidly,  requiring  larger  pumps, 
engines,  equipment,  or  buildings  for  utility  operation.  The 
losses  thus  occasioned  through  inadequacy  are  proper  ele- 
ments to  be  taken  into  account  in  determining  depreciation. 
By  setting  aside  from  the  income  a  just  amount  for  de- 
preciation regularly,  the  original  cost  of  the  utility  is  main- 
tained.2 

' '  Depreciation  is  an  element  of  expense  just  as  much  as 
wages,  fuel,  supplies,  or  any  other  element  whicli  is  ordi- 
narily charged  to  operation  or  maintenance  of  the  plant  " 

»/n  re  Fond  du  Lac  Water  Co.,  1910,  5  W.  B.  C.  B.,  515,  815. 
•Whitewater  v.  FFMtffrator  /  /.  /./.  Co.,  1910,  6  W.  B.  C.  B.,  138. 
•In  re  Application  Jefferson  Municipal  El.  Lt.  and  Water  Plant, 
1910,  5  W.  B.  C.  B.,  560. 
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l'n.!.  r  the  nystcrn  of  uniform  account  inp,  miuired  of  all 
utilities  l.y  the  CommisM  s  treated  aa  an  operating 

expense.  'ion  is  made,  how.  ween  re- 

pain*  an  :ati..n.     In  a  general  way  the  uniform  ac- 

leH  that  the  "loiwcH  in  value  of  all 
tangible  property  which  laata  one  or  more  yean  ahall  be 
charged  to  the  depreciation  accoin  Other  property 

•ig  leai  than  one  year  and  toola  are  covered  \> 
maintenance  ;>air  account*.     When  the  cost  of  tin- 

unit.  H  renewed  is  greater  than  the  original  coat,  the  excess 
is  charged  to  the  construction  accounts.  With  respect  to 
t  In-  '  ion  charges  to  renewals  the  Com- 

has  >ai'l  : 


Depreciation  in  a  regular  charge*  but  the  expenditure*  :  of  the 
depn  <  are  irregular.    Thus  it  happens  that  there  may 

be  long  periods  in  tii<>  life  of  a  plant  during  which  depreciation 
is  acrunr  it  when  no  renewals  of  any  considerable  pro- 

>ns  are  made.  Because  of  these  and  other  similar  reasons, 
it  is  seldom  safe  to  assume  that,  during  any  given  period,  the 
depreciation  and  the  renewals  amount  to  about  the  same  thing. 

rate  of  depreciation  .1.  ponds  upon  the  character 
<>f  th.-  utility.  A  telephone  plant  goes  to  the  scrap  heap 
about  aes  as  quick  as  a  water  utility  ami  the  an- 

nual p.  reentage  of  depn  ••  -iation  to  be  charged  off  is  corre- 
lingly  greater.     These  rates  are  illustrated  by  tables 
at  the  dose  of  the  chapter.    From  what  has  been  su 
must  be  <  vi.i.  nt   that  "the  cost  of  general  decay,  obso- 
lescence  and  inadequacy,  being  irregular,  .   .   .  should  be 
advance  by  charging  each  year's  expense 
with  its  pro  rata  proportion."' 


1  State  Journal  Printing  Co.  ct  aL  v.  Modi***  G<u  f  Electric 
op.  cit.,  550. 

•Commiwioner  Ericknn,  Address  delivered  before  the 
Of  Centrml  Water  Worka  Asaocuition,  Detroit,  Mich.,  Sept  25,  1911, 
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In  business  it  is  the  accepted  practice  that  «1« -pr. •« Mat  ion 
must  be  provided  for.  A  plant  that  is  not  earning  enough 
to  meet  depreciation  is  a  losing  pmp<>sitimi.  whether  it  is 
ated  by  a  municipality  or  nmli-r  private  management.1 
The  only  difference  between  tin-  t\\o  classes  «.f  management 
is  that  the  deficiencies  of  the  former  arc  oftcner  met 
through  public  taxation  and  in  the  latter  the  losses  fall 
upon  the  stockholders.  This  state  of  affairs  is  sought  to 
!»••  m  mrted  by  the  Wisconsin  Public  Utility  Law  \\lii. -h 
provides  that : 

1.  Every  public  utility  shall  carry  a  proper  and  adequate  .1. 
ition2  account  whenever  the  commission  after  investigation 

shall  determine  that  such  depreciation  account  can  he  reasonably 
required.  The  commission  shall  ascertain  ami  determine  what 
are  the  proper  and  adequate  rates  of  depreciation  ,,f  the  several 
classes  of  property  of  each  public  utility.  The  rates  shall  be 
such  as  will  provide  the  amounts  required  over  and  above  tin; 
expense  of  maintenance,  to  keep  such  property  in  a  state  of  etli- 
ciency  corresponding  to  the  progress  of  the  industry.  Each 
public  utility  shall  conform  its  depreciation  accounts  to  such  rates 
so  ascertained  and  determined  by  the  commission.  The  commis- 
sion may  make  changes  in  such  rates  of  depreciation  from  time 
to  time  as  it  may  find  to  be  necessary. 

2.  The  commission  shall  also  pn->« -rihe  rules,  regulations  and 
forms  of  accounts  regarding  such  depreciation  which  the  public 
utility  is  required  to  carry  into  effect. 

3.  The   commission   shall   provide   for  such   depreciation    in 
fixing  the  rates,  tolls  and  charges  to  be  paid  by  the  public. 

4.  All  moneys  thus  provided  for  shall  be  set  aside  out  of  the 
earnings  and  carried  in  a  depreciation  fund.    The  moneys  in  this 
fund  may  be  expended  in  new  construction,  extensions  or  addi- 

p.  9.  Much  of  the  information  used  in  this  chapter  is  based  on  the 
data  in  this  paper  and  recent  depreciation  tables  prepared  under  di- 
rection of  Mr.  Erickson. 

1  Dodgeville  v.  Dodgeville  El.  Lt.  #  Power  Co.,  1908,  2  W.  R.  C.  B., 
406. 

'Sec.  1797m-15  (Ch.  499,  Laws  of  1907),  Statutes  of  191.".. 
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tions  to  the  property  of  mi.      ,  or  invested,  and  if 

taveti  -icome  fn»m  th.-  in  rait  men  U  shall  aUo  be  earned 

in  the  ,|,-,,M-,-i.  ,•]..•  rhiH  fund  and  the  proeeeda  thereof 

itlmll  be  used  i  ixnr  purpoee  than  aa  provided  in  thia  ate- 

tion  and  for  depreciation. 


.-.  .-iu'ht  to  be  given  to  depreciation  ax  an  element  in 

•Minin-/  •  ii  of  a  utility  hat  already  been 

eonsid'-iv.i  in  a  previous  chapter.    Since  ita  purpose  ia  to 

1  investment  intact,  it  muat  alao  be  con- 

•i  computing  the  cost  of  the  service  for  th<-  pur 

pose  of  drtrrminiiitf  rat.-s.     Were  depreciation  not  tluw  al- 

lowed capital  run  1<1  not  he  induced  to  enter  the  field,  for 

i  u  vestment  on  which  the  securities  rest  would  be  yearly 

Before  the  era  of  regulation  little  attention  was  paid 

>n.    Instead  of  setting  aside  a  reserve  to  take 

this  amount  was  included  in  the  net  earnings  to 

I  aii!..n.r  the  stockholders.    What  renewals  were 

necessary  were  generally  charged  to  new  construction  upon 

\v  capital  issues  were  predicated.    This  method  of 

•  inir  and  iv  watering  went  on  until  rates  became  ex- 

cessiv.   or  until  it  was  no  longer  possible  to  secure  money 

on  new  stock  issues.  *    The  evil  of  such  a  system,  pointed 

u  numerous  decisions  by  the  Commission,  has  been 

expressed  tl. 

When  depreciation  ia  collected  from  the  customers  *  it  should 

be  devoted  to  <>p  of  the  plants,  and  not  diverted  to  the 

stockholders.    This  the  consumers  have  a  right  to  demand.    To 

turn   <>\<T  I!M-  <l<-pn'<iation  so  collected  to  the  stockholders  is 

i"  paying  dividends  oat  of  the  capital;  for  such  de- 

keep  the 

1  /«  TO  Application  La  Crou*  Gat  J-  Btec.  Co.,  1907,  2  W.  B.  C.  R, 
1  In  re  Mcnomimrc  f  Marinettc  Light  4'  Traction  Co.,  1J09,  S  W. 
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investment  intact.  Such  use  of  the  amounts  collected  from  tlu> 
consumers  for  depreciation  under  the  conditions  named  might 
even  furnish  just  it  v  demanding  that  it  cither  be  restored 

to  the  depreciation  fund,  or  deducted  from  the  valuations  upon 
which  rates  are  based. 

Methods  for  determining  the  life  of  a  property  are 
detailed  and  complex.  Some  parts  of  a  plant  are  worn 
out  in  five  years;  other  parts  in  ten,  fifteen,  twenty  or  even 
one  hundred  years.  The  parts  must  be  classified  on  the 
basis  of  life  and  considered  in  age  groups.  This  life  is  not 
the  same  for  all  plants  even  of  the  same  class.  Mat*  rials 
from  which  the  plant  is  constructed,  the  care  of  the  equip- 
ment, method  of  operation  and  local  conditions,  such  as  the 
character  of  the  soil  through  which  the  pipes  of  a  water 
utility  pass,  the  kind  of  water  supplied,  and  electrolysis,  all 
have  an  effect  in  determining  depreciation. 

The  engineering  staff  of  the  Wisconsin  Commission,  in  deter- 
mining the  life  of  the  various  classes  of  property  and  the  amount 
of  depreciation  that  has  taken  place  therein,  not  only  carefully 
examine  the  property  and  make  full  notes  on  all  the  facts  by 
which  its  condition  appears  to  be  affected,  but  they  also  make  use 
of  life  tables  of  various  kinds  as  well  as  of  other  facts  and  infor- 
mation that  have  any  bearing  upon  the  matter  [said  Commissioner 
Erickson].1  Among  other  things  they  have  prepared  tables 
which  show  the  per  cent  conditions  on  the  sinking  fund  basis  for 
various  lengths  of  life  as  high  as  one  hundred  years.  This  per 
cent  condition,  when  used,  is  still  further  controlled  by  the  con- 
dition of  the  property  as  ascertained  by  actual  inspection.  When 
this  condition  is  good  the  property  is  rated  at  about  one  hun- 
dred per  cent  of  its  unexpired  life.  When  it  is  poor,  it  is  r 
at  about  eighty  per  cent  of  its  life,  etc.  These  tables  are  rather 
complicated.  This  is  also  more  or  less  true  of  the^  methods  by 
which  they  are  applied.  The  results  obtained  in  this  way  have 

1  Commissioner  Erickson,    Address  at  Detroit,   Mich.,   Sept    25, 
1912,  op.  cit. 
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often  bean  tatted  by  other  method*.  In  fact,  it  ha*  been  de- 
termined again  and  again  that  inch  table*,  supplemented  by  elost 
personal  inspection  of  the  property,  almont  invariably  lead  to 
more  reliable  results  than  would  be  obtained  from  inspection 


Considering  all  of  the  different  rlissfs  of  property,  ele- 
tiona,  the  engineers  compute  the  life  of 
each  of  the  part*  of  a  plant  an  well  an  the  "composite  1 

mt  as  a  whole.    1  r  is  the  aggregate  of  the 

lives  of  the  separate  units  of  equipm. -nt.  and  r.  presents 

of  years  during  which   tin*  mtir.-   plant    will 

have  tied  to  an  amount  equal  to  its  first  cost.     In 

•in n ni"  ti..-  composite  life  two  methods  are  ordinarily 

used:    (1)  "dollar  year"  method,  '(2)  direct,  or  "straight 

I  i  first  method  property  is  all  classified  as  to 

cost  value  less  scrap,  and  as  to  age.  A  computation  is 

made  (Sec  Tables  I  and  III)  as  to  how  many  times 
each  part  will  have  to  be  renewed  before  the  part  of  longest 

is  renewed.  "There  is  thm  determined1  the  total 
number  of  dollars  required  for  each  class  during  the  long- 
est life  period  and  tins,  in  turn,  is  multiplied  hy  the  mini- 
ars  during  whirh  ra.-h  dollar  'does  duty.'  The 
result  of  this  multiplication  is  a  figure  representing  'dollar 
years,'  v  divided  by  the  total  dollars  used  for  the 

>se  of  replacement  during  the  longest  life  period. 

h  gives  the  average  or  composite  life/'  A  comparison 
of  the  results  obtained  under  <  ith<  r  method  shows  that 

are  the  same.  Each  process  shows  the  life  of  the 
water  company  used  as  an  example  in  the  tables  to  be 
i  years  and  of  the  electric  light  and  power  plant  to  be 
17  1 

1  City  of  Ripon  r.  ftipon  LI.  f  Water  Co.,  1910,  5  W.  R.  C.  R.,  1, 

1!"  -Jl 
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According  to  the  direct  method,  the  process  mostly  used 
by  the  Railroad  Commission  of  Wisconsin,  tin-  life  of  cadi 
unit  is  determined.  It  is  then  assumed  that  during  this 
life  the  depreciation  is  uniform.1  If  a  unit  expires  in  live 
years,  one-fifth  of  its  cost  (See  Tables  II  ami  IV)  is  set 
aside  annually.  The  composite  life  of  the  plant  is  ascer- 
tained by  dividing  the  sum  for  all  the  classes  into  the  total 
cost  new  of  all  the  property  less  its  scrap  value.  The 
direct  method  of  determining  the  composite  life  of  the 
plant  has  a  very  close  application  to  the  "straight  line" 
method  of  financing  the  depreciation,  to  be  discussed  in 
later  paragraphs. 

Water  Works 

TABLE  I 
"DOLLAR  YEAR"  METHOD 


Cost  of 

Cost 

Times  re- 

Dollars 

Class 

life 

repro- 
duction 

Scrap 
value 

new 

EM 

m-wctl  in 
HJO-vi-ur 

required 
in  100-year 

Dollar 

yi-urs 

new 

Hcrap 

period 

period 

A 

5 

$245 

0 

$245 

20.00 

$4,900 

24,500 

|» 

15 

"2  (r'O 

0 

2,020 

6.67 

13,473 

L'OL'.O*)') 

c.  . 

20 

4MO 

MI 

5,481 

5.00 

27.4U.r, 

MS.  100 

j^ 

25 

3,177 

922 

2,255 

4.00 

ByOO 

225,500 

E 

30 

23,193 

327 

22,866 

3.33 

76,143 

2.2S4.2W) 

p 

40 

1U.O.M) 

40 

19,040 

2.50 

47.IHX) 

l/.MM.OOO 

Q 

60 

MMNM 

3,016 

.r>ti,'J4S 

2.00 

lia.syr. 

:>,  »•,«.»  i.soo 

II  

100 

208,070 

22,121 

1S.VJ4U 

1.00 

isji.uiy 

1.X..V.M.IMX) 

Total. 

$321,099 

$26,895 

$294,804 

$478,386 

29,478,185 

.  ...    29.478.185      „    .. 

Average  life    470  30^"  ™  61 . 64  years. 


Several  plans  have  been  worked  out  by  engineers  for 
financing  the  depreciation  once  the  average  or  composite 
life  has  been  determined.  Of  these  only  two,* in  general 
use  in  the  United  States,  are  given  cognizance  by  the  Wis- 


1  BUI  et  al.  v.  Antigo  Water  Co.,  1909,  3  W.  B.  C.  R.,  623,  643. 
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TABLE  II 


H7 


Cart  of 


i 


8 

327 
40 


m 

.'.'  V,t 


22121 


10.00 

fl7 

B 


H 

.•71 

90 

781 
476 

um 


111. 


Electric  Lighting  and  Power  Plant 

TABLE  III 
"DOLLAR  YEAR"  METHOD 


Co*  of 


Iiti,.  ••  r.- 


I 


M.J.17.1 

•MM 
LU.SM 
tt.747 

14.K7 

UM 

21.020 


MJ71 

- 


MJ7I 


104.007 
•§,111 

u  u: 


-.    .<s 
7    ^ 

5.00 

4.60 

:i  ::, 

i! 


1*710 


120.000 
1A4JOO 


1  ',!.-«> 


2.420.ft40 


•sss 

IIS 


47.000 


1,714,736 
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TABLE  IV 
DIRECT  METHOD 


r*iuM 

T  ifi. 

Cortof 

rrpn>- 

HiiAYirtn 

a____ 

PI  r.lp 

r,,Mt  nrw 

l__  Bff^f, 

Annual 

suss 

Amm:il!im't. 
n-iuin-.|  to 

new 

I.-.H.H  t*<  nip 

lasr 

"TES* 

A 

5 

$210 

$210 

20.00 

$42 

6 

g 

7,124 

7  1  |u 

iu  r>o 

SS'» 

10 

17.861 

153 

17.  'Jos 

10  (X) 

X 

12 

'jr.  l!7:2 

o 

s  :w 

•J  ivs 

15 

143,470 

11,020 

$.67 

.S.771 

P... 

16 

r,.r,,rau 

:*:<,:<  71 

r,  -jr, 

2,016 

G... 

20 

11:1,330 

'.i  :.':{'.• 

KM  <r»7 

r,  (H) 

.r>  'jo:. 

H  . 

25 

48.747 

7.681 

4.00 

L445 

I 

50 

14.887 

o 

2.00 

•JS7 

j 

60 

1  105 

o 

i  \i\'i 

1  67 

19 

K  

75 

21,920 

o 

21,920 

292 

ToUl  

$454,574 

$02,331 

$392,243 

$22,878 

12%  over 

head..   . 

47  009 

$439,312 

$25,023 

r 

Averse  lif« 


1-J.S78 


17. 15  yean. 


consin  Commission.    They  are:  (1)  Sinking  fund,  or  com- 
pound interest  curve  basis,  (2)  straight  line  basis. 

Explaining  the  purposes  and  differences  between  these 
two  methods  the  Commission  in  the  case  of  the  State  Jour- 
nal Printing  Company  v.  Madison  Gas  &  Electric  Com- 
pany* said: 

The  compound  interest  curve  method  of  determining  the 
annual  amounts  required  to  make  up  the  depreciable  plant  values 
assumes  that  equal  annual  amounts  will  be  set  aside  for  the  sep- 
arate classes  of  equipment,  arranged  according  to  their  1« 
of  life,  sufficient  with  the  aid  of  interest  accumulations  at  a  given 
per  cent,  to  make  up  the  depreciable  value  of  the  property  of  that 
class  at  the  end  of  its  life.  The  composite  life  on  this  basis  is 
the  number  of  years  necessary  to  accumulate  the  sum  total  of 
these  separate  reserves  at  the  given  per  cent  of  interest.  The 
estimated  reserve  under  this  method  is  the  minimum  allowance  re- 

1  State  Journal  Printing  Co.  ct  al,  604-605. 


not  occur  before  the  end  of  the  assumed  life  and  tint,  beoee,  the 
reserve  will  have  every  opportunity  to  aacumuUle  the  expected 
interest  . 

The  Ktraitfit  line  method  of  determining  the 
required  to  make  up  the  depreciable  plant 
there  will  be  no  intercut  accumulation*.  The  total  to  be  aet  aside 
each  year  in  this  ca*e  is  the  aum  total  obtained  by  dividing  the 
value  of  each  of  the  aeparate  claase**  fe.  The  eompoaiie 

IH  the  multii-  ted  to  make  these  annual  payments 

equal  to  the  entire  depreciable  f>lant  value.  Hera,  it  should  be 
noted,  the  estimated  reserve  is  the  maximum  allowance  required 
to  offset  depreciation.  Replacements  may  be  made  with  any 
degree  of  frequency,  as  the  exchange  of  debits  and  credits  to  the 
reserve  account  is  supposed  to  be  so  continuous  as  to  entirely 
obviate  the  possibility  of  interest 


Perhaps  these  methods  become  more  intelligible  to  the 

ige  reader  when  applied  to  a  concrete  plant  for  illus- 

•ii.     The  accompanying  tables  prepared  by  Coramis- 

iiekson  assume  an  electric  plant  whose  depreciable 

at  cost  new  amounts  to  $454,574  (Tables  III  or 

The  scrap  value  totals  $62,331,  leaving  a  balance  of 

whi.ii  represents  total  depreciation  that  must  be 

met  out  of  the  operating  revenues  of  the  plant  before  its 

«  nt in   life  has  expired. 

As  the  composite  life  of  this  electric  plant  has  already 
been  detenu in«l  to  be  17.15  years,  the  average  amount  to 
be  set  aside  annually  un.l.-r  t he  straight  line  basis  of  financ- 
ing t  is  $22,878.    These  facts  set  forth  in 
Table  IV  show  that  the  rate  of  depreciation  varies  from  20 
per  cent  for  property  in  the  five-year  group  to  1.33  per 
for  property  in  th«-  s.-v.-nty-five-year  group.    For  all 
these  groups  of  tangible  property  the  average  rate  is  5.33 
••ent  on  the  depreciable  amount    This  method,  being 
more  sinipl*   <>f  tlu-  two,  is  advocated  by  the  Railroad 
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Commission  in  a  majority  of  cases  and  is  also  generally 
used  by  the  Interstate  Commerce  Commission. 

The  difference  between  tin-  straight  line  and  the  sink- 
ing fund  method  is  that  the  latter  assumes  that  the  amounts 
annually  set  aside  shall  bear  compound  interest.  These  in- 
terest payments  added  to  the  fund  obviously  require  a 
smaller  annual  allowance  out  of  the  operating  revenues. 
While  in  some  instances  only  a  2-per-cent  interest  is  allowed 
on  the  fund,  the  predominating  sentiment  favors  a  4-per- 
cent basis,  the  rate  of  interest  paid  by  banks.  The  latter 
rate  is  used  in  Table  V  as  an  illustration. 


TABLE  V 
SINKING  FUND  METHOD  (4  Per  Cent) 


ClMB 

Life 

Cost  of 
repro- 
duction 

new 

Scrap 
value 

Cost  new 
lew  scrap 

Annual  per 
cent  re- 

Hrrvnl  on 

'•'bLTr 

Annual 
fund 

A 

5 

$210 

SO 

$210 

18  46 

$39 

8 

7,124 

14 

7,110 

l().H.r> 

771 

10 

17,361 

153 

17.  JOS 

8  33 

1,433 

12 
15 

l'i;.272 
143,470 

0 
11,920 

2t;,l>72 

131  ..ViO 

6.65 

4  yy 

1.747 
(J..r>tt4 

16 

<;:,  «;:« 

33.374 

32,258 

4.58 

1,478 

Q 

20 

113.336 

W.239 

104.W7 

3.36 

MM 

D 

25 

43,747 

jjsn 

36,116 

2.40 

867 

j 

50 

14,337 

o 

M.n:i7 

.65 

93 

J     . 

60 

1,166 

o 

1.166 

.42 

6 

k....  :...:.: 

75 

njua 

0 

njuo 

.22 

48 

Total. 

14.  VI  ">74 

S  iY2  :w  1 

$392,243 

$16,543 

12%  over 

head 

47  <><;<) 

1  U&5 

$439  312 

$18,528 

life 


10.M3 
392,243 


Applying  these  principles  to  the  same  electric  plant 
described  above,  the  amount  set  aside  and  charged  to  oper- 
ating expenses  is  $16,543,  or  about  4.20  per  cent  of  the 
property.  With  a  compound  interest  rate  of  4  per  cent  the 


allowances  increase  from  $16,543  the  first  year  '  to  $23,545 
he  tenth  and  to  $30,985  for  the  seventeenth.  Un-l.-r 
this  plan  the  amount  of  estimated  depreciation  is  lowest 
at  first  and  gradually  increases,  as  interest  payments  on 
the  growing  fun. I  increases.  In  favor  of  the  adoption  of 
the  sinking  fund  basis,  it  is  pointed  out  that  usually  a 
utility  becomes  better  established  year  after  year;  that  iu 
earnings  increase  correspondingly  and  that  the  deprecia- 

TABLE  VI 


COUI-AHIS..S  ,,r. \\M-AI.  IU>i:u\  »  SK  r  A -ILK.  r- ,  C.  ,\  ».u  DI.I-HI:' 
UNDER  STRAIGHT  LINE  AND  SINKING  FUND  MBTBOM 


r«i 

Straight  line 

2  per  cent 
suJdngfund 

4  permit 
MnkiQgfund 

i 

$22,878 

$19,464 

$16,543 

2... 

2-J.S7H 

19,843 

17,206 

&m 

20,240 

17,893 

4 

'2-2  S7S 

MLS46 

18,609 

6 

0,878 

•2-2  S7S 

21,057 
21,479 

19,352 
20,196 

7 

"2:2  S7S 

21,909 

XLHI 

8. 

'2-2  S7S 

22,347 

2l'.760 

9... 

"2-2  S7S 

22,794 

22,641 

10  . 

ttsn 

23,249 

2.S  .>io 

11    . 

22,878 
BJ78 

23,712 
24,189 

24,487 
25,488 

•JL878 

24,672 

•J»'.  is-') 

14 

•J-J  s7s 

25  166 

•J7  :>4<) 

15 

1TJ  s;s 

25,670 

28,647 

16 

22  S7S 

26,183 

IN  7---J 

1TJ  S7S 

2»i  707 

SsS 

3,112* 

^iSt 

Total  

1802,357 

$:>'.»  J  us 

8802,190 

»For  moro  detailed  depreciation  tablea,  Mt  Erickaon'i  addrwa, 
Sept  25,  1912,  op.  ott. 
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tion  is  greater  as  the  years  go  by  than  at  first  win -n  the 
plant  is  new.  As  an  economic  principle  it  would  follow 
that  such  a  basis  of  financing  tin-  depreciation  would  be 
sound.  Since  the  interest  payments  are  added  to  the  fund 
the  direct  charges  to  operating  «-\p,  i  ^  are  lower,  which 
of  course  is  reflected  in  the  rates.  "Wherever  convenient 
this  method  is  applied  by  the  Wisconsin  Commission, 
though  not  in  as  many  instances  as  the  straight  line  plan. 

Preceding  is  a  comparison  of  the  annual   reserves  set 
aside  to  cover  depreciation  under  the  straight  line  and  sink 
ing  fund  methods  as  applied  to  the  electric  plant  described 
above. 

Circumstances,  however,  determine  which  method  shall 
be  applied  by  the  Railroad  Commission.  The  law  does 
not  require  that  this  money  for  depreciation  shall  be  k--pt 
on  hand,  nor  that  it  must  be  invested  outside  of  the  utility. 
Instead,  the  statute  permits  the  use  of  the  funds  "in  new 
construction,  extensions  or  additions  to  the  property  of 
such  public  utility,  or  invested;  and  if  invested  the  income 
from  the  investment  shall  also  be  carried  in  the  deprecia- 
tion fund/'  The  money  in  the  depreciation  fund  cannot 
be  diverted  to  another  purpose,  but  only  temporarily  loaned 
to  meet  the  demands  of  actual  conditions.  It  must  h<- 
restored  to  the  fund  when  needed  to  cover  the  demands  of 
depreciation.  The  capital  for  the  new  extensions  must 
ultimately  be  obtained  by  some  financial  method  similar 
to  that  used  to  raise  money  for  new  extensions,  had  the 
depreciation  fund  not  been  in  existence. 

Tables  have  also  been  prepared  to  illustrate  the  life 
of  several  classes  of  utilities  in  Wisconsin  and  the  rate  of 
depreciation.  These  two  tables  have  been  made  up  from 
the  data  collected  on  twenty-three  Wisconsin  water  com- 
panies and  twenty-three  electric  plants.  They  show  pres- 
ent value,  composite  life  of  the  depreciable  property,  and 
the  annual  rate  of  depreciation.  Here  again  the  longevity 
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of  water  plant*  (37  to  62  yean)  compared  with  electric 
plants  (14.G  to  20.8  yean)  is  clearly  illustrated.    This 
ice  in  life  in  reflected  in  the  rates  for  depreciation 
1 1  vary  from  (4  per  cent  in  water  plants 

compared  with  2.35  to  6.20  per  cent  in  ele< 


Water  Utftttfts 
TABLE  \  1 1 

Dmnmauaxm 


MB* 


iVr 


ipm 

,.,t 


I 
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H  '.u 
u.  v.i 
10.773 


631, 


UH 


M7I 


is'..  MS 
127307 
100,432 
I01J00 

s..J7., 

89 
8S8 


l.sm 
W 

r,  M 


11.7s* 

s.  1 1 :, 

M2.327 


18.707 


JI7/.II 
300.440 


oao 

§:J 

«.m  i. 
'..J  .1 
02.0 

03.1 

HI    7 


377.517 
287.44A 


17ns.', 

L  13460 


njn 

B 


.,7  ."• 
ft  s<, 
..i  11 

A1.06 

.,1   «,J 

S.OO 
.11 
...  -,-, 

44.76 


i...  u-, 


.-,  .1.1 
:,-,  :,i 

8.31 
.66 

60.77 


•ajn 


as 

.a  ... 

53.40 
6ft.  16 


M  .» 
17  «.x 

:.,  7t 
63.30 
u  1'. 
&5.67 


61.07 

.M    7.-, 


i.J  oi 
37.00 

4.',    7.', 


&6.31 

sis 


8412 


1  Jl 

l.&A 

!  .V. 


2.464 


J  :« 
1  «... 


i.ir, 

1    H7', 

1.163 


.MS 

74s 


2.784 


B 


tt 


Hyon 


01.0 


:,:  .v, 


i  M 


The  subject  of  depreciation  raises  many  origin- 
and  economic  problems  that  are  only  suggested  in  this 
chapter  and  illustrated  by  the  accompanying  tables.    No 
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Wisconsin  Electric  Utilities 

TABI.K  VIII 
DEPRECIATION  RESERVES 


Utility 

Popula- 
tion of 

(1910 
rrn.tUJO 

Co«t 
of 

repro- 
duction 

rn-w 

Per 

cent 

tion 

v:ilur 

Compos- 
ite life 

(nt  might 

EM) 
yean 

Annual 

fuinl 

(ati-night 

E3 

l'«-r  n-nt 
.,(  fumi 
to  total 

rlu.l.nK 
land 

1 

40,384 

$342,624 

74.1 

$25:i.7<i<i 

17.91 

$16,310 

4  76 

:m,4i7 

47S.501 

79.4 

17.15 

22.S7C, 

4.78 

(•• 

is.  797 

1  54.02:< 

77.4 

11  9.1  Hi 

15.55 

t&u 

6.76 

1% 

15  125 

178.610 

83.7 

149  5S1 

IX    IS 

9  :n:i 

5  21 

F  

o 

MM 

5,783 
4.717 

75,773 

47,230 

51  ISO* 

65.3 

80.9 
74.6 

49,484 
38,193 

16.60 

15.49 

19  45 

4,650 

2.611 
2,119 

6.14 

5.63 
4  12 

H  

4,477 

77.2 

4:i.59:i* 

16.97 

5.13 

I 

:i  224 

'17  ~>s'i* 

75.7 

2S  440* 

17.31 

1  945 

5  17 

J..  . 

2,692 

27.4  IS 

63.4 

17,389 

16.75 

1,478 

5.39 

K.. 

2,652 

35,752 

81.5 

29,152 

16.02 

1.928 

5.39 

L 

2  5S2 

41,511 

80  5 

33,415 

19   29 

1.712 

4.12 

M... 

2.450 

2C..142 

0.0 

16.223 

1  4  .  C,9 

l.WW 

5  77 

N 

1  MK) 

25.r,<>0 

70.8 

18,171 

15.71 

1,191 

4.64 

O  

1,833 

21,180 

80.3 

17,015 

22.38 

779 

3.68 

1,803 

19,524* 

76.8 

14,985* 

20.80 

1,210 

6.20 

Q 

919 

11  S<i5 

97.4 

1  1  557 

15  09 

687 

5.79 

|£ 

425 

17.559 

85.0 

14.917 

047 

;i  .  fix 

g 

25  5:n 

443,158 

78.9 

17.02 

24.H94 

6.57 

T  

25,2.115 

11  9..  505 

79.9 

95.490 

16.73 

5,846 

4.89 

11.594 

5  O.'lti 

80,079 
93,139 

71.8 
70  4 

57,501 

f)5  5(i7 

16.03 
17.54 

1,884 

2.36 
4.16 

W  

3,739 

:i5..S04 

75.1 

2o,S99 

18.24 

l.sr.i 

5.20 

Arithmetical 
average  

9,573 

$105,244 

76.6 

$81,245 

17.31 

$5,257 

4.93 

•  Doe*  not  include  land. 

attempt  is  made  to  cover  the  entire  field — that  would  re- 
quire a  volume  in  itself.  But  enough  has  been  said  to 
outline  the  reasons  for  its  allowance,  the  systems  by  which 
it  is  computed,  and  the  method  followed  by  the  Railroad 
Commission  of  Wisconsin  in  recognizing  it. 

Accountants  differ  as  to  the  manner  of  recording  de- 
preciation transactions  upon  the  books  of  a  company.  The 
Wisconsin  Commission  provides,  in  its  system  of  uniform 
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accounte,  that  a  "Depreciation  Account"  ihall  be  opened 
aa  a  part  of  the  operating  expense  "to  which  shall  be 
charged  monthly,  crediting  the  depreciation  reserve 
amount  equal  to  one-tw.  Ifth  of  the  estimated  annual  de- 
tangible  capital  in  the  service  of  the 
utility."  When  property  baa  to  be  renewed  the  cost  new 
of  the  same,  less  scrap  value,  is  charged  to  the  depreciation 
reserve  and  credited  to  the  cash  account  The  necessary 
adjustment*  are  also  made  in  the  entries  to  the  property 

uccuunU. 


CIIAI'TKPv    VIII 
PUTTING    UTILITIES    ON   A    BUSINESS   BASIS 

The  usual  concept  of  regulation  is  that  it  is  a  means  of 
protecting  the  interests  of  the  public  in  the  matter  of  lower 
rates  and  better  service.  But  regulation  would  be  far  fnmi 
effective  if  this  were  its  only  purpose.  1'tilities  would  only 
have  to  obey  the  mandates  of  the  Commission  and  do  noth- 
ing more. 

A  situation  such  as  this  would  lead  to  a  condition  of 
staticism  in  all  public  utility  lines.  For  this  reason,  regu- 
lation must  be  twofold.  It  must  have  in  mind  not  only  the 
interest  of  the  public  but  also  the  interest  of  the  public 
service  corporation.  In  formulating  rate  orders  and  im- 
posing service  requirements,  the  Commission  must  have 
in  mind  at  all  times  that  its  final  action  must  be  based 
upon  two  considerations,  namely,  how  the  interest  of  the 
public  may  be  conserved  and  how  the  progress  of  the  in- 
dustry may  best  be  promoted. 

Demagogues  on  the  subject  of  regulation  lose  sight  of 
this  latter  consideration  entirely  and  in  their  desire  to 
obtain  lower  rates  or  better  service  from  existing  equip- 
ment they  often  neglect  to  consider  the  effect  that  such 
action  may  have  upon  the  policy  of  the  management  of 
public  utilities  and  also  upon  the  ease  with  which  capital 
may  be  induced  to  flow  into  the  field.  Not 'only  must 
capital  be  brought  into  the  public  utility  field  but  the  in- 
terest of  the  investor  must  be  directed  to  his  investment 
to  such  an  extent  that  new  and  modern  methods  are  in- 
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need  whenever  they  are  placed  upon  the  market    Ex- 

periiii' -nt at i«»n  must  be  encouraged  and  every  effort  most 

be  directed  toward  the  promotion  of  increased  efficiency. 

••  Railroad  Commission  has  often  been  criticized  for 

its  recognition  of  efficiency  in  management  when  rate  ad- 

nenta  are  made.  But  its  critics  do  not  view  in  its 
proper  light  the  scope  of  regulation.  If  the  Commission 
were  to  reduce  the  rates  of  an  efficient  plant  as  soon  as 
any  savings  were  effected,  the  incentive  to  be  efficient  v, 
be  entirely  eliminated  and  as  a  result  no  progress  would 
be  made  :  ling  the  public*  utility  business.  In  - 

ulge  fairly  the  efficiency  of  plants,  data  must  be  at 
hand  whirh  will  clearly  show  the  comparative  perform- 
ance of  the  various  factors  in  the  production,  transmission 
ry  of  light,  heat,  water,  or  gas,  as  the  case  may 
be.  The  methods  by  which  the  efficiency  of  puMi<-  utilities 
are  tested  will  presently  be  discussed. 

UNIFORM  ACCOUNTING 

All  efficiency  is  relative.  This  necessitates  a  common 
basis  for  comparison.  Tin-  Railroad  Commission  recog- 
nised this  fact  early  in  its  histoi  niform  system  of 
nits  was  adopted  which  permitted  a  comparison  of 
utilities  operating  under  .similar  conditions  and  circum- 
stances. Util  system,  are  classified  accord- 
ing to  the  population  of  the  locality  in  which  they  operate 
and  according  to  the  revenue  derived  from  that  locality 

Having  thus  established  a  basis  of  comparison,  it  is  an 
easy  task  for  the  Commission  to  compare  the  relative  effi- 

y  of  the  various  plants  operating  u 
cumstances.    Ev<  Commission  publishes  a  unit 

cost  analysis  \\l.i.-h  shows  the  cost  per  unit  of  the  dif- 
t   factors  of  produ< •• 
at  such  data  make  for  progress  in  the  puMic  utility 
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field  is  evidenced  by  the  fact  that  public  utility 

are  constantly  reviewing  both  the  Commission's  annual 

report  and  the  reports  of  individual  utilities. 

Every  effort  is  made  to  effect  economies.  Electric  util- 
ity operators  compare  their  fuel  costs,  steam  costs,  power 
costs,  distribution  costs,  etc.  During  a  period  of  thru. 
years,  fuel  efficiency  alone  in  steam  plants  has  tremen- 
dously increased,  so  much  so  that  large  plants  have,  in  some 
instances,  been  able  to  successfully  compete  with  water 
power.  Below  is  given  a  comparative  table  showing  the 
cost  per  unit  for  19J.O  and  1913  of  several  items  included 
in  the  cost  of  power. 


Cost  per  kilowatt  hour  (in  cents) 

1910 

1913 

FIIP!  expanse  r  T  

.67 
.81 
.73 

.08 
.71 
.51 

Steam  expense*   

It  will  be  noted  that  the  elements  of  power  cost  per  unit 
have  been  reduced  in  some  instances  as  much  as  25  per 
cent  despite  the  fact  that  fuel  and  labor  costs  are  steadily 
advancing.  This  fact  alone  shows  that  the  Commission's 
regulation  of  utilities  has  not  been  a  detriment  to  the  pro- 
motion of  efficiency,  but  rather  an  aid. 

Efficiency  engineers  have  learned  early  in  their  work 
that  cost  analyses  must  be  made  on  some  comparable  bases 
before  efficiency  in  operation  can  be  accomplished.  The 
Railroad  Commission  adopted  this  principle  when  it  took 
up  rate  investigations  from  the  cost  point  of  view.  With 
the  information  which  it  had  at  hand  it  investigated  the 
comparative  cost  of  pumping  by  steam  and  electric  power, 
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of  generating  by  steam  or  .:!••  power,  of  purchasing 

nt  or  generating  by  local  plant  equipment    This  infor- 
mation is  furnished  to  utilities  upon  request 

Muni.ipal  water  plants  have  been  advised  as  to  the 

saving  to  be  effected  by  the  operation  of  their  plants  by 

than  pr.-s.-ni  means  of  pumping.    Electric  companies 

have  been  able  to  determine  whether  it  would  be  to  their 

advantage  to  buy  or  generate  current 

As  a  consequence  of  the  Commission's  activity  in  dem- 
onstrating the  desirability  of  large-scale  production  many 
local  plants  have  <  ith<  r  been  dismantled  or  made  to  serve 
as  substations  and  auxiliary  stations.    Not  only  does 
account  for  a  lower  cost  of  production  in  these  plants 
in  addition  it  permits  small  communities  through  which 
transmission  lines  pass  to  receive  service  at  reasonable 
rates,  whereas  under  the  old  system  of  each  locality  with 
ita  private  plant  such  small  communities  could  not  be 
served  at  all  or  at  most  at  a  prohibitive  price. 

The  Commission  even  before  the  stock  and  bond  law 
was  passed  had  directed  the  attention  of  utility  manage- 
ment from  the  promotion  side  to  the  operating  side  of  the 
business.  In  several  of  the  larger  cities  the  inefficient  fea- 
tures of  operation  have  been  pointed  out.  In  some  cases 
this  has  been  done  in  the  written  decisions  while  in  others 
it  has  been  taken  up  informally  with  the  companies  them- 


The  larger  utilities  were  the  first  to  look  to  the  fund 
of  information  which  the  Commission  had  available  in  its 
search  of  the  cost  of  taking  on  additional  business.  In  the 
electric  business,  many  utilities  in  localities  where  water 
power  was  near  by  were  at  a  loss  whether  to  continue 
steam  plant  operation  or  to  buy  water  power.  With  the 
Commission's  uniform  classification  of  accounts  and  the 
inventories  of  property  values  at  hand  the  matter  was 
greatly  simplified. 
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Purchase  of  properties  has  been  greatly  facilitated  as 
eaeh  of  the  parties  interested  in  the  transfer  has  access 
to  the  other's  report  and  the  system  of  accounting  being 
the  same  it  has  been  an  easy  matter  to  arrive  at  a  mutual 
understanding.  Investment  companies,  stockholders,  and 
bondholders  have  been  able  to  ascertain  the  conditions  sur- 
rounding their  investments. 


INCREASE  IN  SURPLUS  ACCOUNTS 

One  of  the  best  evidences  of  conservative  and  business- 
like management  is  the  increase  of  the  surplus  account. 
Utilities  formerly  disposed  of  most  of  their  surplus  earn- 
ings in  dividends  instead  of  retaining  such  excess  in  their 
business.  As  a  consequence,  during  periods  of  low  earn- 
ings such  utilities  either  did  not  pay  their  customary  divi- 
dends or,  if  they  did  pay  them,  decreased  their  surplus 
materially,  thus  impairing  their  credit.  Regulation  has 
remedied  this  former  unbusinesslike  practice. 

In  Wisconsin  the  increase  of  the  surplus  of  utiliti'< 
has  not  only  been  actual  but  relative.  The  following  tabu- 
lation will  show  the  extent  of  the  increase  in  the  surplus 
account. 

It  will  be  noted  that  the  total  surplus  for  all  utilities 
operating  in  the  state  has  borne  about  the  same  relation 
to  gross  earnings  since  1910.  The  remarkable  fact  in  con- 
nection with  the  table  is,  however,  the  relation  of  the  total 
surplus  account  to  the  plant  value.  In  this  respect  it  will 
be  seen  that  the  surplus  account  has  been  steadily  in- 
creasing. No  conclusion  can  be  drawn  other  than  that 
the  utilities  are  setting  aside  a  rather  fixed  percentage 
of  their  gross  earnings  as  surplus  and  that  the  total  surplus 
account  is  growing  rapidly,  due  largely  to  the  fact  that 
gross  earnings  are  inn-rasing  more  rapidly  than  plant 
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valiu-s.     This  point  can  be  more  rl.  arly  illustrated  by  the 
following  table : 

TABLE  II 

PERCENTAGE  INCREASES  IN  CONSTRUCTION  EXPENDITURES  AND 

OPKKMIM,  REVENUES  FOR  YEAR  1913,  USING  YEARS 

1910,   r.'ll    LXD   I'.'U  AS  BASES 


Classification 

Plant  cost 
increases  year  1913 

Operating  revenue 
increases  year  1913 

Ora 

1910 

Over 
1911 

Over 
1912 

Over 
1910 

Over 
1911 

I'.TJ 

Electric  utilities  
Gas  utilities 

17.  OS 
6.20 
14.17 
18.12 
55.23 

26.09 

1.13* 
4.27 
9.57 
18.71 
25.51 

13.92 

8.75* 
g.M 

5.88 
5.16 
19.58 

6.45 

62.04 

Is   «,1 

31.56 
65.47 

16.75 

27.92 

13.40 

20.  IS 
64.41 

8.86 

17  :,s 
8.99 

1  _'(» 

9.53 

U2.SXi 

6.45 

Water  utilities 

Telephone  utilities.  . 
Heating  utilities  
Electric  railway  util- 
ities 

*  Decrease. 

It  will  be  noted  from  a  study  of  the  table  that  al- 
though the  plant  value  of  utilities  in  Wisconsin  has  stead- 
ily increased,  it  has  not  kept  pace  with  the  increase  in  tin- 
total  revenues  of  the  utilities.  It  should  be  mentioned  that 
the  percentage  decreases  in  plant  value  of  electric  utilities 
during  the  years  1911  and  1912  are  due  to  the  fact  that 
during  1913  the  dam  of  one  of  the  largest  water-power 
companies  went  out,  thus  destroying  some  four  million  dol- 
lars of  property  value.  Aside  from  this  instance,  however, 
there  has  been  a  remarkable  increase  in  plant  values,  thus 
showing  that  the  investors  are  not  withholding  capital  as 
now  protected  by  the  stock  and  bond  statnt.  -. 

The  question  immediately  arises  as  to  how  this  increase 
in  revenues  is  disposed  of.  In  Table  I  it  was  shown  that 
only  about  the  same  percentage  of  total  revenue  was  placed 
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to  the  credit  of  the  surplus  account  each  year.  Tin-  nat- 
ural conclusion  would  bo  that  utilities  \\.  n  in.-i .  asin^  thrir 
dividends  to  stockholders.  For  this  reason,  tin-  preceding 
table  is  instructive. 

This  table  shows  that  not  only  arc  tin-  dividends  de- 
creasing in  comparison  with  gross  earnings,  when  one 
initrht  expect  the  opposite  to  be  true,  but  the  actual  decla- 
ration of  dividends  has  been  confined  to  about  the  same 
amount  each  year.  It  will  be  noted  that  the  average  divi- 
dend on  capital  stock  for  all  \Vis.-nnxin  utilities  is  in  the 
neighborhood  of  four  and  one-half  per  cent  per  annum. 
Even  taking  into  consideration  the  probable  overcapitali- 
zation of  some  of  the  utilities  there  is  still  an  ample  margin 
before  an  unreasonable  dividend  rate  is  reached.  The  t» •!<•- 
phone  utilities  probably  fairly  illustrate  the  rate  of  return 
that  all  utilities  in  pcneral  would  receive  upon  a  fair  value 
of  their  property.  This  is  the  case  because  the  Commis- 
sion has  found  that  the  value  of  telephone  property  as  re- 
flected upon  the  books  of  the  companies  is  in  most  instances 
very  near  to  the  fair  value  of  the  plant  and  business  upon 
which  the  company  is  allowed  to  earn  a  return.  In  addi- 
tion to  this  fact,  telephone  utilities  usually  do  not  issue 
bonds,  so  that  their  dividends  for  all  practical  purposes 
represent  the  total  disbursements  made  from  their  net  in- 
come. In  accordance  with  the  above  discussion  on  the  divi- 
dends paid  by  public  utilities  in  the  state,  it  is  evident  that 
disbursements  made  for  this  purpose  arc  not  in  proportion 
to  the  increase  in  earnings  but  quite  the  oppo 

The  Commission  has  given  attention  to  the  matter  of  de- 
preciation. Probably  on  no  other  point  has  the  Railroad 
Commission  of  Wisconsin  more  consistently  dwelt  than  on 
the  subject  of  the  depreciation  of  utility  equipment.  Util  it y 
managers  have  been  cautioned  to  provide  adequately  for 
the  wear  and  tear,  obsolescence  and  inadequacies  of  their 
plants.  As  a  result,  more  and  more  of  the  operating  earn- 
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havr   I..-.-M   s.-t   asid.-   f..r  tl.i-,   pur  p.,.,-       Ti.. 

table  Khowti  the  am- " .  M  aet  aiiide  in  the  eaae 

of  each  of  the  various  utilities.    The  table  aJao  abowi  the 
relative  increase  of  thin  allowance. 


TABLE  IV 

THB  ACTUAL  AND  KKLATIVB  INCKBAAM  m  rra  ANWUAL 
ALLOWANCES  FOB  DBFBBCUTION  BT  WUOONBIN  UTILITUM 


1913 


1912 


1911 


ItM 


. 

•  lir    lltllllli- 

. 


284,910 


i:.,  i.v.i 


i:ni.tl«u  v» 
•un.Ki  o<» 


*IJl,.YJn  II 

J.M.I. V. 

.,-..'•17  :>s 

•»7 1  s.V.1  os 

»,7W  us 


*i7:j.7L»:,  «.»'J 
•j:>:i.ii.Tj  .r>s 


MaL 


IVr   .-.-lit    0 
- 

Per  cent  of  Total 
EfcSVMM 


'.M.T2 
1.93 

lo.oa 


1,906,138  19 

lo  :tii 


UTBJsT 

1.63 
10.15 


1.65 
10.55 


It  is  obvious  from  a  study  of  this  table  that  the  allow- 
ance for  .  has  k.-pt  pace  with  the  increased  op- 
uies  and  that  rel  plant  value  on  whirh 
i  is  baiied  it  has  steadily  increased. 
I'.y  i-MMstaiii  an.-iitinn  to  tin-  matter  utility  operators  in 
Wis<               •••  now  providing  for  renewals  from  their  de- 
••  instead  of  adding  such  ;•  placements  to 
and  plant  account   (already  heavily  watered 
in  some  cases)  or                          ir  expenses  for  the  year. 

^oing  analysis  of  the  financial  situation  leads 

:  ic  1  UN  inn  that  operating  revenues  and  plant  values 

of  utilities  in  Wisconsin  have  been  steadily  increasing.  The 

drpiv.-iation  and  surplus  acrnunts  nf  tin-  utilities  ha \v  in- 

creased  at  about  the  same  rate  aa  the  earnings  while  the 
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dividends  declared  as  compare*  1  with  earnings  have  slightly 
but  steadily  declined.  Production  costs  in  the  case  of  elec- 
tri.  utilitirs  have  to  a  nmsi. In-able  extent  been  reduced. 
There  remains  to  be  e.\  plain. -<1  what  has  become  of  the  dit 
ference  between  the  steadily  increasing  operating  reve- 
nues and  the  items  which  we  have  already  shown  to  have 
( -it her  remained  relatively  stationary  or  to  have  decreased 
in  comparison  with  total  revenues.  The  following  table 
completes  the  story : 

TABLE  V 

RELATION  OF  OPERATING  EXPENSES,  INCLUDING   D>  i MM  < UTION  AND 
TAXES,  TO  TOTAL  REVENUES — WISCONSIN  tin 


Classification 

1913 

1912 

1911 

1910 

Electric  railways.  . 
Electric  utilities.  .  . 
Gas  utilities 

Per  cent 
70.64 
66.07 
69  28 

Per  cent 
68.38 
00.00 

68  98 

Percent 
67.96 
66.26 
66  57 

Per  cent 
68.94 
05 

67  01 

Water  utilities.  .  .  . 
Telephone  utilities. 

Heating  utilities.  .  . 

52.60 
77.12 
86.97 

48.94 
77.58 
85.82 

50.06 
76.15 
83.45 

48.27 
77.26 
79.86 

Total... 

68  90 

68  55 

67  15 

67  55 

It  will  be  noted  that  in  the  case  of  the  electric  railway, 
gas,  water  and  heating  utilities,  the  operating  ratio  has 
steadily  increased;  in  the  telephone  industry  it  has  re- 
mained about  stationary ;  and  in  the  electric  utility  the  rela- 
tion varies  upward  and  downward.  When  the  total  for  the 
entire  state  is  given  consideration,  there  is  seen  to  be  a 
rather  steady  increase  in  the  ratio  of  operating  expenses 
to  total  revenues.  This  relative  increase  in  the  operating 
expense  explains  where  the  increased  earnings  have  been 
put. 

There  are  several  reasons  why  this  operating  ratio  has 
increased  No  doubt  the  first  one  called  to  mind  is  that  of 
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Mcreased  cost  of  labor  ami  mat. -rial     In  th<-  "r. Unary 
manufa-- turing  business  HU--I.  m. -peases  of  eoat  are  gener- 
ally s  to  tln»  roiwumiT,  wo  that  the 
of  operating  expenses  to  total  revenue*  always  re- 

t  the  same. 

It  \\  ill  be  noted,  however,  in  a  review  of  the  caaea  whi.-h 
1  'ommimuon  has  decid  it  has  ordered  redu 

of  rates  in  most  cases  in  :-   utilities  which  are  af- 

fected by  this  increased  operating  ratio      All  <>f  T!..-  sub- 
stantial  rate  decreases  have  been  in  the  case  of  el< 
railv.  gas,  and  wnt«-r  utilities.     Increases  have 

been  allowed  to  some  ext.-nt  in  th.   case  of  the  rates  of 
hone  companies,  whil«-  n  ir  case  involving  rate 

has  as  yet  been  decided  by  the  Commission, 
decrease  in  t)i>*  margin  between  operating  revenues 
a M- I  op, -rat  ing  expenses  can  then  be  traced  to  the  very  door 
of  regular 

The  explanation  of  how  such  lowering  of  the  rates  is 
possil'l'-  in  the  face  of  increased  expense  leads  one  back 
point  N  is  discussion  began.    By  efficient  meth- 

ods of  production  and  by  constant  increases  in  sales,  the 
output  of  these  puhlir  utilities  has  increased  tremendously. 
In  some  mea>  m  reased  consumption  of  utility  prod- 

has  been  due  to  the  constant  effort  directed  toward 
ased  consumption  by  existing  consumers  and  to  some 
the  rapid  rate  at  whii-h  new  customers  have  been 
added. 

As  has  been  previously  shown,  the  cost  per  unit  has 
steadily  decreast^l  In  the  elect rir  utility,  this  is  due 
he  consolidation  of  plants,  thus  effecting  a  saving 
in  cost  which  can  hardly  be  realized  by  one  who  has  not 
watched  the  growth  of  thesr  utilities.  In  the  gas  busi- 
ness, decreased  cost  has  come  about  by  increasing  the  sales 
in  proportion  to  the  investment.  The  same  is  true  in  the 
water  business.  In  the  electric  railway  business,  the  traffic 
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density  has  increased  in  all  of  our  cities  and  travel  has 
been  heavier.  In  all  of  these  cases  the  number  of  units 
of  product  sold  has  increased  faster  than  tin  inn-cased 
expenses  due  to  the  upward  tendency  in  the  cost  of  wages 
and  materials. 

It  is  probably  now  apparent  what  the  duties  of  the 
Commission  are  in  respect  to  this  situation.  In  the  elect  ric 
utility,  the  state  regulatory  body  must  not  only  encour- 
age consolidation,  but  it  must  also  help  utilities  in  increas- 
ing sales  to  existing  customers,  for  in  its  doing  so  rests  tin- 
only  hope  of  reduced  prices  to  the  consumer.  Tin-  sain-  is 
true  of  electric  transportation.  Extensions  of  lines  cannot 
be  ordered  at  will  for  the  increased  cost  occasioned  by  tin -st- 
udded investments  might  dissipate  all  of  the  surplus  earn- 
ings brought  about  by  the  increase  in  the  number  of  pas- 
sengers carried.  The  same  is  true  in  the  other  lines  men- 
tioned. Due  to  the  peculiarities  of  the  customary  telephone 
rate  schedules,  the  telephone  companies  are  required  to 
keep  their  operating  ratio  about  constant  or  only  slightly 
increasing  in  order  to  earn  a  fair  return  on  the  investment. 

Nothing  is  more  certain  than  that  a  vigilant  commis- 
sion must  keep  these  various  factors  in  mind  when  regulat- 
ing public  utilities.  Efficiency  must  be  promoted  in  order 
that  rates  shall  continue  to  be  lowered  instead  of  increased. 


ell  \MT.K    IX 
MAKING   OP   RAILROAD   RATES 

The  •  s  of  a  railroad  company  are  derived  prin- 

tuo  sources— passenger  and   freight  traffic. 

Between  -<>  and  :H)  per  cent  of  the  earn  ings  of  Wisconsin 

railroads  are  deri\«l    fmin   passenger  service;  approxi- 

cent  comes  from  the  freight  service, 
gross  earnings  from  passenger-train  traffic  consist 
munts  r-  •       ^p<>rtintf  passengers  and  tli.-ir 

baggage,  carrying  mail,  milk  and  express,  and  other  rais- 
ransportation  services.     The   gross  earnings 
M   traffic  are  composed  primarily  of 
transport ini:  freight  and  for  the  switch- 
ing of  carlo.;  t   tratlir.     In  addition,  railroads  de- 
earnings  from  certain   trnuinal   <>p.  rations,  not    in- 
nisportati«»ii  service,  however.     The  most   im- 
portant of  these  sources  are:  storage  of  freight  and  bag- 
gage; station  and  train  privileges;  operating  elevators  and 

Is;  telegraph  and  telephone  services;  condu 
Is  and  restaurants.1 

At  first  the  Wisconsin  Commission  had  direct  charge 

passenger  fares  and  one  of  its  early  orders*  was  a 

th<>  tlnvr cnit  passenger  rate.     The  legisla- 

of  1907,  however,  passed  a  mandatory  law  *  fixing  a 

1  /•  re  Paucngcr  Kates  M.  8t.  P.  f  8.  8.  M.  Xy.  Co^  1907,  1 

-•if..  324. 
•Sec.  1798*  (Ch.  654,  LAWS  of  1907)  WU.  SUt,  1013, 

09 
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;';it  two-cmt  passenger  rat r  per  mile  <>n  all  railroads  having 
gross  earnings  in  excess  of  $M.r><iu  a  mil.-  per  annum.  Most 
of  the  roads  of  the  state  earning  less  than  this  minimum 
immediately  announced  two-cent  fares  for  competitive  rea- 
sons, with  the  result  that  over  98  per  cent  of  the  passenger 
traffic  of  the  state  is  now  handled  on  the  two-cent  basis. 
This  law  does  not  affect  the  other  elements  of  passenger- 
train  traffic,  which  are  still  under  Commission  control. 

Power  to  decide  the  "  reasonableness "  of  freight  rates 
is  given  to  the  Railroad  Commission.  The  law  prohibits 
rebates  and  discriminations  in  rates  to  shippers  and  n 
quires  the  approval  of  the  Commission  of  all  changes  in 
existing  tariffs,  before  they  become  effective.  Before  the 
period  of  regulation,  rebating  and  secret  freight  rates 
aided  in  the  building-up  of  many  a  monopoly  and  crushed 
the  life  of  many  a  competitor  in  business.  To-day  when 
every  shipper  in  Wisconsin  stands  on  an  equal  footing  it 
is  difficult  to  realize  the  demoralized  freight-rate  conditions 
existing  prior  to  1905. 

"Much  of  what  the  railroads  lost  in  the  reduction  of 
open  rates  that  everybody  shares,  they  recovered  by  beini: 
compelled  to  abolish  free  passes  and  secret  cut  rates  that 
went  only  to  insiders  and  grafters, ' ' 1  wrote  Senator  La 
Follette  in  1912  in  commenting  on  the  accomplishments  of 
the  railroad  law  after  seven  years  of  trial.  "The  special 
examiners  whom  I  appointed  in  1903  uncovered  $5,992,- 
731.58  as  Wisconsin's  share  of  rebates  paid  by  twelve  roads 
during  the  six  years,  1898  to  1903.  By  stopping  rebates 
alone  the  railroads  have  gained  at  least  $1,000,000  a  year 
toward  offsetting  $2,000,000  they  lost  by  reduction  of 
rates." 

That  shippers  and  travelers  may  now  be  advised  of  the 
lawful  rates  and  charges  a  railroad  may  collect  for  trans- 
portation service,  the  statute  requires  that  two  copies  of  all 

*La  Follette  '*  Autobiography,  354. 
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•ft  mmt  be  publish* 
station  and  with  the  Bi 
company  con  1.1  •  om  the  published  rates  with- 

ering a  penalty;  nor  could  the  petitioner  receive 
the  benefit  of  a  ate  with  iinpun  Nor  will 

mistakes  in  quoting  t!..-  correct  rate  relieve  the  shipper 
paying  the  lawful  charge,  or  the  railroad  from  ex- 
barges  i  ailroad  may  be  recovered 

•:.<•  slupi  filing  of  "reparation"  pro- 

oeedings  unh  the  Commission.    Thus  by  law  is  the  rebate 
re  to  favorites  eliminated.    The  small  shipper  is 
ii  the  same  reasonable  rate  as  the  large  one.* 
The  usual  classes  of  freight  rates  in  force  in  other 
states  are  permissible  ui  Wisconsin  law  with  the 

possible  difference  that  "all  su.-h  rat<  s  shall  be  open  to  all 
shippers  for  a  like  kind  of  traffic  under  similar  circum- 
stances and  conditions  and  shall  be  subject  to  the  provi- 
sions ...  as  to  printing  and  filing  of  the  same."    The 
Commission  is  empowered  to  change  any  rate  or  classifica- 
it  may  order  jnint  rates  and  is  specifically  directed 
to  permit  concentration,  commodity  and  other  special  con- 
•  rates. 

Before  considering  how  the  Commission  determines  the 
"  reasonableness "  of  a  freight  schedule  or  makes  a  new 
a  ii.  tin  it  inn  of  each  separate  class  of  rates  and  a  state- 
ment  of  the  reason  for  nee,  as  viewed  in  the  light 

of  the  Commission's  decision,  should  be  given,  because  they 
are  necessary  to  an  understanding  of  the  freight-rate  prob- 

nportant  kinds  of  rates  are: 

1.    Class  rates.    The  charges  on  the  majority  of  rail- 
road inin«'«l  by  two  factors — first,  the 

.mbcr  Co.  v.  C.  St.  P.  M.  f  O.  M.  Co.,  1908, 
3  W.  R.  C.  K.,  64,  999. 

»   IT.  S.  Co.  ct  nL.  li»lo,  4  \V.  R.  <  90S. 

•In  re  Sates  on  IfiU  and  Cream,  1908,  2  W.  R.  « 
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class  within  which  the  article  is  placed,  and  second,  by  the 
rates  applicable  to  that  class.  There  are  two  separate  docu- 
ments: the  classification  book  and  the  tariff.  "Class  rates 
are  usually  the  highest  rates  in  effect.  They  are  so  lii^li 
in  fact  that  the  heavier  and  cheaper  commodities  can  sel- 
dom be  moved  thereunder  and  this  is  very  largely  the  rea- 
son why  commodity  rates  have  been  put  into  effect."  l 

2.  Commodity  rates.    "Low-grade  commodities,  gen- 
erally speaking,  must  be  transported  at  the  lowest  reason- 
able rates,  if  they  are  to  be  moved  at  all.    For  such  com- 
modities the  class  rates  may  easily  be  so  high  as  to  make 
the  cost  of  transportation  exceed  the  cost  of  production. 
These  are  factors  that  should  always  receive  due  consid- 
eration in  rate-making,  for  it  is  usually  to  the  best  in- 
terests of  all  concerned  that  products  of  nearly  all  kinds 
should  be  moved  from  places  where  they  are  not  needn  1  i  o 
places  where  there  is  a  demand  for  them. ' ' 2 

3.  Concentration  rates.    "A  concentration  rate  is  only 
another  name  for  a  transit  rate  or  transit  privilege.     It  is 
a  rate  that  is  sometimes  granted  on  certain  commodities 
when  they  are  reshipped  out  from  the  centralizing  point 
to  the  markets  over  the  same  line  as  that  over  which  tin -y 
are  shipped  into  the  centralizing  point,  and  when  the  rates 
out  from  the  centralizing  point  are  high  enough  to  cover 
any  deficit  that  may  arise  because  of  the  lower  rate  into 
the  centralizing  point."8    "A  concentration  rate  is  not  in- 
dependent in  itself.     It  is  merely  a  rate  that  is  grant.  ,1 
to  some  points  where  the  commodities  may  be  stopped 
while  in  transit  for  sorting,  cleaning,  remanufacture,  and 
then  be  reshipped  to  their  destination  over  the  same  line 
of  road."4 

lFergot  v.  C.  4-  N.  W.  S.  Co.,  1909,  4  W.  R.  C.  R.,  254. 
•Schwoegler  f  Kelly  v.  C.  M.  f  St.  P.  K.  Co.,  1910,  5  W.  R.  < 
289. 

•Cochrane  Co.  v.  C.  M.  f  St.  P.  S.  Co.,  1908,  3  W.  R.  C.  R.,  3-4. 
4  Webb  Produce  Co.  v.  C.  f  N.  W.  B.  Co.,  1908,  3  W.  R.  C.  R.,  35. 
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4.  Local  rate*.    "One  of  the  attribute*  of  a  local  rate 

t  it  normally  consti- 
tute* a  reaaonable  compensation  for  the  services  covered 
'  ;  and  that  it  haa  no  connection  with  any  other  local 
ratr  or  s.-rvirr."  * 

5.  -l»  ratrn.     "Th<-  fixing  of  jnint  ratea 
between  two  or  more  linea  for  through  hauU  from  points 
on  one  line  to  point*  on  aome  otli.-r  line  in  always  a  mooted 

Generally  speaking,  it  may  be  said,  however, 

basia  for  joint  rates  should  be  the  same  aa  that 

for  local  rates.     That  is,  they  should  as  far  as  possible 

be  based  on  the  cost  of  the  service  properly  modified,  when 

necessary,    by    competitive    and    commercial    conditions. 

Joint  rates  are  ordinarily  fixed  at  a  lower  figure  than  the 

sum  of  the  local  rates  on  <>arh  line  and  at  a  higher  figure 

ii  the  local  rate  on  one  lin*  for  a  like  distance." * 

6.  Group  rates.    "Group  ratea  are  sometimes  estab- 
lished between  one  shipping  point  and  several  consuming 

•-S  and  at  other  times,  again,  between  one  consuming 
point  and  several  shipping  points." '  "Several  sections  in 
the  same  territory  are  placed  in  the  same  group  and  .  .  . 
aome  fixed  commodity  or  group  is  given  the  same  rate  to 
any  given  market  or  markets.  This  method  of  adjusting 
the  rates,  while  not  scientific,  is  sometimes  justifiable,  es- 
pecially when  dealing  with  established  conditions."  * 

Two  basic  principles  in  the  making  of  "reasonable" 
ratea  may  be  typified  by  phrases  denoting  the  doctrines 
involved:  (1)  "value  of  the  service"  and  "what  the 
traffic  can  bear,"  (2)  "cost  of  the  service." 

*  Coekranf  Co.,  op.  cit.,  30. 

v.  C.  M.  *  8t.  P.  B.  Co.  et  ol.  1911,  7  W.  R.  C.  &, 
182-183. 

'  UuroMiN  Pulp  *  Paper  Mfrt.  v.  C.  «f  N.  W.  Jt.  Co.,  el  al.t  1910, 

452-453. 

*rad  Sekrcicr  Co.  v.  C.  M.  f  St.  P.  X.  Co.  et  at,  1910,  5  W. 
&  C.  B.,  672,  849. 
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The  value  of  the  service  basis  "points  out  the  bounds 
of  extort  inn ."  It  is  based  upon  the  ability  to  pay.  This 
principle  is  generally  advanced  by  those  who  desire  free- 
dom in  rate-making  and  who  abhor  interference  and  re- 
strictions.1 It  results  in  separate  rates  or  group  rates, 
disregards  distance  tariff  methods  and  the  relationship  «,f 
commodities,  and  is  noted  for  the  wide  latitude  of  judg- 
ment that  may  be  exercised  by  the  rate-maker 
writers  agree  on  the  exact  definition  of  the  phrase,  "value 
of  the  service."  Some  contend  that  value  of  the  service 
depends  upon  time  and  speed  of  shipment,  the  equipment 
of  the  road  and  other  conditions.  Others  again  hold  that 
"in  an  exact  sense  it  expresses  the  value  created  by  the 
transportation  service. "  By  the  phrase  "charging  what 
the  traffic  will  bear"  is  meant  fixing  rates  on  what  the 
shipper  can  afford  to  pay.  It  is  heralded  as  a  "bus: 
developer."  It  is  so  flexible  a  method  that  it  has  been 
characterized  a  "mere  haphazard  estimate."  Judge  Noyes 
frankly  says: 

In  BO  far  as  it  empowers  railroad  officials  to  fix  rates  *  accord- 
ing to  their  own  judgment  without  other  rule  or  practice  than  a 
desire  to  obtain  for  their  companies  all  of  the  revenues  possible 
present  and  prospective,  it  does  confer  a  tremendous  power.  1 1 
is  a  power,  however,  subject  to  the  economic  check  that  Hun 
what  the  traffic  will  not  bear  cuts  off  business  and  affects  the 
prosperity  of  the  railroad. 

The  practice  of  basing  rates  on  the  "value  of  the  ser- 
vice" and  "what  the  traffic  will  bear"  factors  was  begun 
with  the  earliest  railroads  and  has  been  generally  followed 
since.  Enough  has  perhaps  been  said  in  explanation  to 
place  these  principles  in  contrast  with  the  so-called  "cost  of 

*  Commissioner  Erickson,  Address  before  the  National  Association 
of  Railway  Commissioners,  Washington,  D.  C.,  1910,  24. 
•Walter  C.  Noyes,  American  Railroad  Rates,  29  n. 
•Ibid.,  55. 
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service"1  tadi  adopt.  sconsin.  The  Utter 

system  is  now  being  accept*!  Intmiute  Commerce 

Communion,'  and,  in  a  modified  form,  by  several  states. 

oad  manager*  generally  believe  that  this  system  is 

fmllari.'u-,     I  :  that  the  " value  of  the  service" 

and  "what  the  traffic  will  bear"  theory  is  wrong  is  held 

nany  economist*,    in. -In. ling  Commissioner   Erickson, 

who  summarizes  his  disapproval  thus: 

Effort*  to  extract  from  these  phrase*  anything  that  will  enable 
the  rate-maker  to  t.-ll  just  where  be  stands  at  any  point  in  hit 
work  are  i  fruit  leas.  They  appear  to  be  clung  to  chiefly 

-  means  to  get  away  from  the  "coet  of  the  service"  basis 
which  is  less  amenable  to  manipu  special  purposes.  They 

•  lininilily  adapted  as  a  cover  for  certain  past  practices,  for 
under  them  almost  all  aorta  of  rates  and  special  preferences  in 
rates  can  be  justified.     As  they  cannot  be  formulated  into  a 
standard,  they  usually  lead  to  the  comparative  method  in  actual 
practice,* 

Objection  is  made  to  the  "cost  of  the  service"  basil 

hod  is  too  involved;  that  the  fixed  expenses 

ot  be  prorate*  1  with  ami  racy  over  the  units,  and  that 

••suits  at  best  would  be  but  an  estimate.    Against  these 

protests  the  Commission  in  several  decisions  discusses  the 

efficacy  of  the  cost  system  compared  with  any  other  known 

or  tri.-.l  method.    Its  reasons  are  thus  set  forth: 

1 '  •  Commissioner  Krickson  is  probably  the  leading  exponent  in  the 
United  States  of  the  theory  that  rates  should  be  based  on  the  eost 
of  the  service,  including  interest  on  the  value  of  the  plant  He  has 
prepared  detailed  tables  showing  how  the  cost  of  the  service  of  each 
is  secured."— Max  Thelan,  Report  on  Leading  Railroad  and 
I'ut.lic  Service  Commissions,  Calif.,  1911,  48. 

.  Railway  Rate  Theories  of  the  Interstate  Com- 
merce  Commission,  68. 

r.ckson,  Address  before  the  National  Association  of  Railway 
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\Ye  have  made  careful  analyses  of  the  cost  of  terminal  ' 
vice  and  of  the  cost  of  operation  in  different  branches  of  the 
railway  service  of  the  respondent  companies.  While  such  statis- 
tics of  average  costs  as  well  as  their  distribution  among  <lii: 
ftlmmpfl  of  freight  and  commodities  are  not  a  matter  of  exact 
mathematical  adjustment.  n<>r  do  \ve  believe  that  they  well  can 
be  made  such,  we  are  nevertheless  convinced  that  such  static i<s 
are  the  only  guide  that  can  be  provided  with  reference  to  the  ab- 
solute reasonableness  of  a  particular  rate  and  the  profitableness 
or  unprofitableness  of  the  same.  To  deny  this  is  to  admit  that 
no  measure  of  any  kind  whatsoever  can  be  adopted  for  the  deter- 
mination of  the  reniunerativeness  or  lack  of  remunerativeness 
of  a  particular  rate,  and  to  assign  ratr-makinir  ami  every  intelli- 
gent judgment  regarding  a  rate  to  the  wide  and  wild  domain  of 
conjecture.  This  may  be  generally  true  to-day;  we  fear  it  is 
more  widely  true  than  rate-makers  would  like  to  admit.  On  the 
one  hand  the  income  account  of  the  railway  companies;  on  the 
other  hand,  considerations  of  distance,  value,  space,  rate,  compe- 
tition, clamor,  importunity,  petition,  demonstration,  tine;. 
prisal,  revenge,  good  will,  favoritism,  chance,  tradition,  specu- 
lation, metaphysical  generalities  and  vague  notions  of  all  kinds 
and  degrees  of  consciousness,  .  .  .  these  appear  to  be  the  only 
admitted  guides  and  rules  for  the  rate-maker.  This  Commi-  i  M 
has  been  unable  to  find  secure  anchorage  in  any  one  or  more  or 
all  of  these.  We  find  it  absolutely  necessary  to  fall  back  upon 
detailed  analyses  of  earnings  and  expenses  and  interpret  these 
in  the  light  of  as  many  of  the  above  factors  in  rate-making  as  we 
can  reduce  to  a  tangible  basis.  In  saying  this  we  do  by  no  means 
wish  to  be  understood  as  maintaining  that  the  cost  of  the  service 
principle  is  the  only  principle  of  rate-making.  Every  student 
of  transportation,  as  well  as  every  practical  railway  man,  knows 
that  it  is  not.  However,  average  costs  and  average  rates  must 
run  in  lines  more  or  less  parallel  purely  as  sound  business  policy. 

The  development  of  cost  accounting  in  manufacturing 
plants,  and  its  application  by  the  Railroad  Commission  to 

1  So.  Wi*.  Chcetemcn's  Protective  Au'n.  v.  C.  M.  $  8t.  P.  E.  Co. 
et  al,  1906,  1  W.  B.  C.  R.,  153-154. 
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the  pul.li.-  utiliti.-N  of  Wisr...  ve  yean  of  trial, 

\\cmld  Mem  to  disprove  the  c<  that  it  i,  impoiMible 

iin«-  unit  COlti. 

Recent  impro\«  ,1  m,  thoda  of  accounting  render  it  pos- 
to  ascertain  the  cost  of  the  pn  each  depart- 

ment i  plant,  and  the  separate  cost  of  each 

process  <>;  •.•/  an<i  man  •  accounts  fur  the 

cost  of  material,  labor,  selling  and  other  general  expenses. 
Sin  h  systems  measure  the  efficiency  of  the  workmen,  keep 
an  exact  record  of  all  goods  finished  ami  <*t,  show 

uents  or  processes  are  profitable  or  unprof- 
itable, "in  short  |  har.lly  an  in  or  about 
in etw  enterprise  that  cannot  be  slum  n  up  or  accounted 

:»•  most  advanced  cost  system  now  in  us* 
No  large  enterprise  that  assumes  contracts  in  advance 
of   the  production  or  n  ure  of  the  article  could 

y  operat  h  a  cost  system.    It  Is  an 

gral  part  of  the  industrial  system  of  to-day.    Adjustments 

in  th<-  a. T. ,imts  are  so  made  as  to  show  the  exact  cost  of 

tli.   mat.  rial  and  labor  at  every  stage  of  production.    This 

:  cost  is  necessary  to  detenu  in*-  the  price  at  which 

i>e  sold  at  a  profit. 

A  railroad  Is  likewise  a  productive  enterprise.    It  has  a 
plant  to  operate  ami  maintain,  a  general  office  for  s 

n,  an  operating  department  to  produce  transportation 
an<l  a  traffic  kinds  of  service 

—passenger  and  freight.  It  usually  n.juires  separate 
trains  and  separate  crews  to  furnish  each  class  of  service. 
As  might  b<  from  a  close  examination  of  the 

accounts,  a  majority  of  the  expenses  of  each  branch  of 


•An   illuminating  comparison  of  cost  accounting  in 
lag  enterprises  and  how  it  can  be  applied  to  the  railroad 

:i    full   -liseussion   of   the  detailed   separation   of   railroad   ac 
counts  to  determine  the  proper  cost  units,  may  be  foun<l  in  the  B*fU 
p.  cit.,  393  4<  of  the  above  discussion  is  drawn  from 
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the  service  are  direct  and  can  be  easily  separated.  Ex- 
penses common  to  both  services,  such  as  supervision,  main- 
tenance of  way  and  structures,  general  expenses  and  otl in- 
general  items,  cannot,  however,  be  so  readily  segregate  1. 
"but  must  be  divided  upon  some  arbitrary  basis. "  But  in 
the  traffic  department,  for  example,  an  examination  of  tin* 
items  of  expense — salaries  of  passenger  agents,  freight 
agents ;  printing  passenger  tickets ;  freight  tariffs ;  station- 
ery and  other  office  and  general  expenses — suggests  a  pos- 
sible separation. 

Thus  the  greater  part  of  the  direct  expenses  can  be 
charged  to  each  service  separately  through  an  arrange- 
ment of  the  expense  items,  though  it  is  seldom  done,  as 
a  perusal  of  railroad  reports  will  disclose.  Direct  costs  for 
transporting  freight  or  passengers  include  "the  train 
service  and  supplies,  the  locomotive  service  and  supplies, 
station  service  and  supplies  and  the  maintenance  of  equip- 
ment and  many  other  items." 

Under  most  cost  systems  now  in  use  the  common  or  in- 
direct expenses  are  apportioned  in  the  main  between  the 
two  services  in  proportion  to  the  direct  expenses.  Items 
that  depend  more  particularly  on  a  special  part  of  the  ser- 
vice may  be  allotted  to  the  unit  of  this  service. 

The  feasibility  of  such  a  system  of  allocating  railroad 
expenses  to  determine  unit  costs,  by  methods  similar  to 
those  used  in  manufacturing  plants,  is  well  illustrated  by 
the  segregation  of  expense  items  and  costs  made  by  the 
Commission  in  the  Buell  two-cent  fare  case.  There  every 
item  incident  to  each  branch  of  transportation  was  tabu- 
lated in  detail  and  apportioned  with  results  that  surprised 
even  railroad  managers.  So  satisfactory  were  the  conclu- 
sions obtained,  from  this  reclassification  of  accounts,  that 
the  Commission,  after  commenting  upon  the  lack  of  ad- 
vance among  railroads  with  respect  to  the  distribution  of 
expenses  between  the  productive  departments  compared 
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with  similar  cost  statistics  for  manufacturing  enter- 

prises,  sai.l  t  'can  be  justly  drawn  that  the  pr 

plea  and  methods  of  coat  accounting  which  have  been 
adopted  in  oth*  r  in*  lust  rial  and  commercial  undertakings 
can,  in  the  main,  also  be  applied  to  railroad  service.    Some 
changes  aa  to  details  may  be  necessary  in  the  application 
ipl.s.  nuing  to  differences  in  the  respective 
enterprises,  but  no  radical  alterations  would  seem  to  be 
<  'nst  unit*  are  of  primary  importance  in  any 
business  industry,  when  viewed  from  an  economic  stand- 
point   1  rxiiirtimi  <>f  .11  tangled  railroad  accounts 

to  such  a  basis  would  seem  to  be  practical. 

In  making  freight  rates  the  cardinal  principle  is  that 
the  charges  shall  be  '  '  reasonable.  '  '  What  is  '  '  reasonable  '  ' 
is  dit  irti  rinine.  The  courts  do  not  define  it.  When 

presented  with  a  specific  case  they  will  determine  the  issue 

at  one  instance.  The  Wisconsin  Commission  has  held 
that  justice  demands  that  the  carrier  is  entitled  to  earn 
its  operating  expenses  and  a  fair  income  on  the  value  of 
its  property  ;  *  that  it  should  not  be  asked  to  establish 
rates  D  produce  less,  nor  allow  carriers  to  maintain 

rates  that  will  produce  more;  that  it  does  not  follow  be- 
cause one  rate  is  low  and  another  is  high  that  both  are 

usonable,  but  that  "rates  in  the  aggregate  are  too  high 

y  afford  the  carrier  more  than  a  reasonable  rate 

of  compensation  on  the  amount  of  its  investment  over  and 

above  the  cost  of  doing  the  business  and  of  keeping  the 

road  and  equipment  in  a  good  state  of  repa 

The  Wisconsin  Commission  recognizes  two  controlling 

rs  in  the  making  of  a  "reasonable"  rate,  cost  and  clas- 
sification. Unless  other  influences  enter,  these  predomi- 
nate. In  some  cases  •  ment,  or  both,  may  be  modi- 

I'y  otlir-  '  ron.litinus.     Specifically  stated  the 


etc.,  401. 
•  ButU  v.  C.  M.  4-  St.  P.  R.  Co.,  op.  cit.,  339  340. 
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controlling  factors  are:  (1)  cost  of  the  service  per  unit 
of  transportation,  (2)  proper  classification  of  the  com- 
modity carried. 

Cost  of  the  service  is  the  first  cl« m<  nt  to  be  consi.l. -n-,1. 
It  is  important  because  it  mak.-s  possible  the  assessing  of 
charges  against  shipments  which  arc  commrnsuratc  with 
the  expenses  that  have  been  in<  urmi  in  handling  it  for 
carload  as  well  as  less  than  carload  and  for  large  as  w<  11 
as  small  shipments.1  The  initial  step  to  determine  the 
unit  costs  of  transportation  is  a  separation  of  tin-  «•  xpcnses 
between  freight  and  pass*  \  ice.  Under  the  method 

employed  by  the  Commission  this  involves  the  allocation  of 
expenses  according  to  the  one  hundred  and  sixteen  sep- 
arate accounts  and  a  recombination  that  will  show  the  ap- 
proximate cost  of  the  freight  and  passenger  business.  The 
freight  and  passenger  expenses  are  again  reclassified  and 
allocated  for  each  branch  between:  (1)  terminal  expense, 
and  (2)  the  cost  of  movement  between  terminal- 

These  classification  processes  require  the  most  laborious 
and  painstaking  analysis,  but  statisticians  have  found  that 
when  the  items  have  been  put  through  the  laboratory 
process  *  *  often  60  per  cent  of  the  expenses  are  found  to  be 
special  in  each  case  to  the  freight  and  the  passenger  traffic, 
ami  that  the  balance  consisting  of  the  fixed  and  common 
items  bear  so  close  a  relation  to  certain  factors  in  th.  busi- 
ness that  they  can  be  safely  apportioned  thereon." 

A  separation  of  terminal  and  movement  expenses  is 
necessary,  because  the  former  is  independent  of  the  length 
of  the  haul  and  the  latter  varies  with  the  length  of  the 

1  In  re  Kates  on  Pulp  Wood,  op.  tit.,  226. 

*/n  re  Marathon  County  B.  Co.,  1911,  7  W.  R.  C.  R.t  397;  Single 
et  al.  v.  C.  M.  f  8t.  P.  B.  Co.,  1911,  7  W.  R.  C.  R.,  182,  788;  Chip- 
pewa  Sugar  Co.  et  al.  v.  C.  M.  f  St.  P.  B.  Co.,  1906,  1  W.  R.  C.  R., 
L'71. 

•Erickson,  Address  before  the  National  Association  of  Railway 
Commissioners,  1910,  28. 
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Terminal  expense*  are  made  up  primarily  of  Ktation 
X  costs.    The  expense  of  switching  an  empty 
r  a  loaded  ca  the  same,  independent 

of  what  the  car  contains,  so  cost  as  between  dif- 

ferent  commodities  j  Iredweight  varies  in- 

versely as  the  nu  So  the  Commis- 

mit    for 

penses  is  i!..   t«n  through  the  loaded  car/'1    The 
cost  ;  or  hundrrd  with   Un- 

loading of  the  car. 

uinalH  vary  with  the 

weight  and  distance.    It  costs  a'xmt  as  much  to  move  a 

"  .•-jinpiiii  nt  -'  as  a  ton  of  pro- 

duci!  of  tons  of  "pay 

'•     !:•   t     toll.  'I'll**    eOSt 

unit  «•!'  tin-  movement  expense  is  the  gross  ton  mil.-.  the 
gross  tonnage   inrln  ight  of  car  as  well  as  pay 

lit. 

linal  and  movement  ex- 
penses is  of  |  ><>rtance.    Everyone  familiar  with 

while  rates  increase  with  the  dis- 
tance th«-  increase  of  the  rates  is  much  lower  than  ti 
creas*'  in  tin-  miles  of  haul.     It   would  In-  a  v«-ry  unusual 
ease  wh.-n-  tin-  rate  fm-  fifty  miles  is  twice  as  great  as  the 
rate  :  \«-  mil, -s.  or  tlu»  rate  for  thn»e  him 

I  six  times  as  great  as  for  tifty  miles.     ]  lana- 

e  terminal  expenses,  which  constitu: 

hie  proportion  <»f  ti  nain  the 

same  no  of  haul,  so  although  the 

l>enses  do  vary  m  i  accordance  with 

•linal  costs  r«  ;n  the  rates  pre- 

//«•  .-t  ni.. 

'The  ortlinnrv  ir  weighs  about  16  tone. 

•  IFi*.  /',.//.  .(    7',1/KT  IT/r*.  v.  C.  +  It.  U\  M.  Co.  et  aL.  1910,  6 
W.  R.  C.  H., 
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vent  the  increase  of  the  rate,  representing  the  sum  of  tin* 
terminal  and  the  movement  costs,  from  increasing  as  fast 
as  the  distance. 

Klrim-nts  other  than  the  av«-r;i^«-  loading  of  coimno.li- 
ties  which  affect  the  cost  units  for  freight  transportation 
juv:  (a)  density  of  the  traffic,  (b)  weight  of  article  in 
proportion  to  bulk,  (c)  distance  carried,  (d)  risk  or  lia- 
bility to  damage. 

.Movement  expenses  vary  with  the  amount  of  car  load- 
ing. The  loading  in  turn  is  dependent  largely  upon  the 
density  of  the  traffic.  It  requires  the  same  train  crew 
and  nearly  the  same  equipment  to  carry  a  small  quantity 
of  freight  as  a  larger  quantity.  The  heavier  the  loading 
per  car  and  train  the  lower  the  direct  expenses  in  pro- 
portion to  the  units  transported.  Klahoratinir  this  idea 
and  its  effects  upon  the  cost  of  transporting  an  article, 
the  Commission  has  said : 

"The  heavier  the  traffic,  other  things  being:  equal,  the  lower l 
the  cost  per  unit.  Less  than  carload  traffic,  however,  is  relatively 
much  more  costly  than  carload  traffic.  On  roads  where  the  pro- 
portion of  the  less  than  carload  business  is  greater,  the  cost  i  er 
unit  is  also  likely  to  be  relatively  higher  than  is  the  case  on 
roads  where  the  less  than  carload  business  is  relatively  small. 
This  might  be  true  even  when  the  total  tonnage  in  the  former 
case  is  somewhat  greater.  The  less  than  carload  shipments  ap- 
pear to  have  an  even  greater  effect  on  the  terminal  than  on  the 
movement  expenses.  That  this  should  be  the  case  is  also  natural, 
since  the  former  includes  station  and  tenninal  expenses.  lint 
while  there  are  some  variations  in  the  cost  per  unit  due  to  con- 
ditions of  this  nature,  these  variations,  as  said,  are  not  large." 
.  .  .  "Heavier  loading  stands  2  for  lower  cost  because  it  reduces 
the  proportion  of  dead  weight  to  pay  freight.  .  .  .  Relatively 
lower  amount  of  empty  car  mileage  means  lower  eori  !>«•< MU>«-  it 

1  In  re  Bates  on  Cord  Wood,  1908,  2  W.  R.  C.  R.,  715. 
«/n  re  Sates  on  Pulp  Wood,  1908,  2  W.  R.  C.  R.,  221. 
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means  more  effective  oat  of  the  equipment  of  property  of  the 
earri.  iiigh  traffic  density  initially  stands  for  a  low  cost 

per  unit  of  tranh|N)rtation  and  a  low  traffic  density  for  a  high  east 
par  unit  of  transport*  ti< 

ities  that  are  relatively  light  in  pro- 

-  tin  ir  hulk  require  higher  rate*  than  those  which 
are  relatively  heavy  of  tons  that  can  be 

loaded  into  a  car  of  hiilky  light  articles  or  material  IS 
less,  and  the  ratio  of  "dead  weight"  «|nipm<  nt  that  must 
be  carri.  <1  in  proportion  to  th<-  load  is  greater.  A  typical 
illustration  from  a  decision  will  suffice: 

An  ordinary  freight  car  will  weigh  about  fifteen  tons.  When 
a  car  of  this  kind  is  loaded  with  eleven  tons  of  freight,  there  are 
thus  shout  1.30  tons  of  dead  weight  to  haul  for  each  ton  of  pay 
freight  When  on  the  other  hand  the  car  has  twenty  tons  of 
freight  in  n.  tin  -re  are  only  .75  tons  of  dead  weight  to  one  ton 
of  pay  freight.  That  these  fscts  are  important  is  re; 
when  we  remember  that  the  freight  rates  must  be  largely 
on  both  the  weight  and  the  space  required,  and  when  we  find  that, 
in  so  far  as  the  actual  haulage  is  concerned,  it  costs  as  much  to 
transport  a  ton  of  dead  weight  as  a  ton  of  pay  freight. 

this  is  the  case,  it  is  also  obvious  that  rates  must  be  higher 
iiose  commodities  which  are  relatively  light,  than  for  those 
which  are  relatively  hea 

Car  loadings  vary  from  five  to  forty  tons,  depending 
upon  the  hulkineas  of  the  arti>-!--  How  costs  per  ton  mile 
vary  with  th.-  dirtVn-nt  car  loadings  is  illustrated  by  an 

It  i '.!        ates  the  value  of  a  scien- 
system  as  compared  with  the  more  flexible  plan  of 
baaing  rates  on  "intmn 

As  shown  by  the  following  table,  rates  vary  with  the  dis- 
tance the  freight  is  carried,  though  not  in  the  same  ratio.* 

1  HorrUon  T.  D.  f  W.  R.  Co.,  1908,  2  W.  B,  C.  R,  805. 

egory  Brot.  v.  C.  if.  f  8t.  P.  R.  Co.,  1908,  2  W.  R.  C.  R,  797. 
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TABLE  I 
MOVEMENT  COSTS 


Movement 

Movement 

Loading 
111 

Car 
weight  in 

it  car 
•ad 

OOftl 
per  gram 

Total 

rust. 
for  nrt 

tons 

tons 

cotr 

too 

mile 

ton 

in  tons 

JHT  mile 

per  mile 

5 

us 

20 

.287cts 

5  7  t  eta. 

1    IJXcte. 

10 

15 

86 

7    17:, 

717 

i:, 

i:, 

30 

.287 

s  .,1 

.576 

25 

L5 

40 

,287 

11.48 

40 

u 

55 

>JS7 

15.785 

.395 

The  proportionately  increased  rate  for  short  distances,  as 
compared  with  Innjr  distances,  is  largely  due  to  the  fact 
that  the  terminal  expenses  are  as  great  for  a  ton  carried 
ten  miles  as  for  a  ton  transported  one  hundred  miles.1  It 
is  often  found  that  the  terminal  expenses  amount  to  40 
cent  or  more  of  the  total  cost.  "  Since  they  are  as 
great  for  a  shipment  going  a  short  distance  as  for  one 
going  a  long  distance,  it  follows  that  the  cost  per  ton  mile 
must  also  be  much  greater  in  the  former  ease."1  For 
this  reason  rates  for  long  distances  do  not  furnish  any  sat- 
isfactory basis  for  rates  for  short  distain  <  -  Investiga- 
tions made  by  the  Commission  show  that  eliminating  ter- 
minal costs,  the  movement  expenses  "vary  with  the  dis- 
tance and  not  far  from  in  the  same  proportion. "  8 

The  liability  of  damaging  an  article  transported  also 
has  an  influence  on  the  cost  per  unit.  Ila/ards  are  at- 
tendant in  nearly  every  undertaking.  Consideration  of 
risks  assumed  by  the  carrier  in  transporting  freight  is  an 
<lement  closely  associated  with  the  value  of  £he  article. 

1  In  re  Bates  on  Milk  and  Cream,  op.  cit.,  470. 
*Keogh  Excelsior  Mfg.  Co.,  etc.,  op.  cit.f  749. 
•In  ro.  Bates  on  Pulp  Wood,  1908,  2  W.  R.  C.  R.,  275. 
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Where  the  value  w  low,  the  rink  i*  low  and  the  rate  charged 
\\ill  Mhow  a  rocMMion  ifiumce  by  then 

.:i  trans|N,rtintf  artirlet  » 

CODKI  i  tli.'  making  of  every  rate  an  shown  by  the 

fol lowing  from  the  Coraraiasion's  deciaion  : 

Tin*  p  n.  p..  nil  HI  of  tho  o|N»nitiiiK  expenses  proper  •  that  should 
be  borne  by  each  eomin«><lity,  depends  la  -»n  the  cost  of 

trans |  ho  aame  and  upon  the  rink.-  i  in  thin  trans- 

portation. The  coat  in  turn  depends  upon  the  amount  that  can 
be  gott.-M  into  (he  car,  the  densii  traffic,  the  condition  of 

the  road  and  upon  other  factor*  of  this  nature.  The  risk  in- 
volved dependa  largely  upon  the  value  of  the  articles  and  whether 
they  are  of  such  character  that  they  are  easily  damaged.  The 
prop*  interest  on  the  investment  that  should  be  borne 

by  each  commodity,  dependa  largely  upon  the  value  of  the  prod- 
arket  conditions,  the  position  of  the  ship- 
per, at nl  upon  other  factors  of  a  similar  character.    Usually  the 
rates  should  be  high  enough  to  cover  the  cost  and  the  risk,  and 
.liute  something  toward  interest  on  the  investment 

Aside  from  these  more  specific  elements  that  influence 
the  costs  there  are  other  factors  present   in    in«li\. 

•  •ases,  such  as  the  pra-!--.   th.-  rhara.-t.-ristica 

and  its  •••impim-nt.-'     Still  more  important, 

••  ivlati\.-ly  «rn-at.-r  !im\,  pense  for  tin- 

"way"  fn-i^'lit.  that  stops  at  nearly  every  local  station. 

compared  with  the  "through"  freight,  which  carries  most 

shipments  that  are  to  go  «  hundred  miles.* 

The  latter  covers  approximat.lv  t\vi«>  as  many  miles  as  the 

former,  but  the  way  frrijrht  is  usually  more  heavily  loaded 

\Mth  products  bea  ly  higher  local  rates.    "The 

coat  per  ton  mile  of  the  movement  expenses  alone  is  often 

three  times  as  preat  on  the  way  freight,  as  for  the  through 

1  In  re  Bate*  on  Cord  Wood,  1908,  2  W.  R.  C.  IL,  708. 

•  StberUon  T.  C.  8t.  P.  if.  *  O.  S.  Co.,  1W5,  2  W.  B.  C.  B., 

•Bttll,  «te.,  op.  cit.,  490,  > 
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-lit  or  longdistance  traOie."1  'I'liis  distinction  should 
be  made,  however,  that  tin-  unusually  rapid  advance  in 
group  rate  schedules  for  short  distances,  a  source  of  com- 
mon complaint,  is  not  based  on  costs,  but  rather  upon  the 
location  of  market  and  other  general  conditions  with  in  the 
group  territory.  Group  rates  and  trainload  rates  are  not 
•  ncouraged  by  the  Commission,  because  the  schedules  arc 
not  predicated  on  a  scientific  rate-making  basis.2 

For  an  accurate  determination  of  these  unit  costs  full 
statistical  information  is  needed  showing  (See  Table  II, 
this  chapter)  number  of  loaded  cars,  number  of  loaded 
car  miles,  average  weight  per  empty  car,  average  weight 
of  load  in  carload  and  less  than  carload  shipments,  aver- 
age gross  weight  per  loaded  car  for  the  leading  commodities 
shipped,  tons  of  freight,  tons  of  freight  carried  one  mile 
and  other  similar  elements.  Given  these  data  the  cod  p'-r 
unit  for  the  different  classes  of  traffic  may  be  computed.8 
This  information  is  not  easily  obtained.  "Through  close 
and  detailed  comparisons  it  has  been  found  that  the  cost  per 
unit  of  transportation  is  about  the  same  on  most  of  the 
roads  that  are  operating  in  this  state.  There  are,  of 
course,  some  variations  in  this  respect,  but  they  are  not 
so  important  as  might  appear  to  be  the  case.  These  varia- 
tions are  mostly  due  to  differences  in  density  and  in  the 
kind  of  traffic. "*  The  changes  from  year  to  year  in  tin- 
volume  of  traffic  also  cause  some  variation  in  unit  costs,  but 
variations  thus  arising  are  obviated  by  computing  averages 
for  each  unit  covering  several  years  past. 

"The  data  thus  referred  to  furnishes  the  means  by 
which  the  average  cost  per  loaded  car  and  per  gross  and 
net  ton  of  the  terminal  expenses,  as  a  whole  as  well  as  by 

1  Keogh  ExceUior  Mfg.  Co.,  etc.,  749,  750. 

J  Klbertton,  •••  nber  Co.  \.  f. 

8t.  P.  M.  f  O.  B.  Co.,  1908,  2  W.  B.  C.  R.,  391. 

•  See  In  re  Bates  on  Pulp  Wood,  1908,  2  W.  R.  C.  R.,  224,  226. 
4  In  re  Bates  on  Cord  Wood,  1908,  2  W.  R.  C.  R.,  71'. 
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may  be  obtained  the  varioui  loadings  per 

1  says  Commissioner  Ericlwon  in  discussing  the  eon- 
elusions  that  may  be  drawn  from  t  "These 

calculations  are  greatly  he  fact  that  the 

greater  proportion  of  the  terminal  expense*  per  car  are 
about  the  tame  when  it  ia  heavy  ax  wh<  'I.  t  ly  loaded, 

a  fact  that  tenda  to  materially  increaae  the  importance  of 
the  average  loaded  car. 

MKmm  this  data  mentioned  it  is  likewise  poatible  to  de- 

ine  the  coat  per  net  ton  per  mil*    and  ti..-  coat  per 

gross  ton  per  mile.    The  former  cost  is  had  when  the  move- 

expenses  are  distributed  over  the  loaded  car  mileage. 

The  latter  is  had  when  the  cost  per  car  mil«-  is  distributed 

the  gross  weight,  or  on  the  weight  of  both  average 

load  and  the  average  car.     This  cost  per  gross  ton  can 

then  be  so  applied  that  it  is  possible  to  obtain  the  cost  per 

»n  per  mil.-  umler  various  kinds  of  loading  and  vari- 

ous other  conditions  that  may  arise. 

"The  unit  costs  which  are  thus  obtained  furnish  the 
data  upon  which  to  compute  the  cost  per  cwt.  to  the  car- 
sporting  freight  various  distances  under  all 
sorts  of  loading.  In  making  these  computations  it  must 
be  remembered  that  the  terminal  expenses  are  independent 
o  distance  the  freight  is  carried,  an<l  that  they  are 
about  the  same  (See  Table  IV.  this  chapter)  for  a  shipment 
going  one  hundred  miles  as  for  one  going  a  greater  or  leas 
distance  than  this  and  that  the  movement  expenses,  on  the 
other  hand,  vary  with  the  haul  and  not  far  from  in  the 
same  proport 

i>n  after  the  cost  of  the  traffic  units  of  transportation 
has  been  determined,  there  is  still  a  second  predominating 
element  t  rs  into  the  making  of  a  '  '  reasonable  '  '  rate. 

I  is  the  classitieatioii  of  tin-  commodr 

'Address  before  the  National   Association  of   Railway   Commir 
•toners,  Washington,  1910. 
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Strictly  speaking  "classification"  applies  only  to  tl 
articles  offered  fnr  transportation  to  which  special  or  com- 
modity rates  do  not  apply.  Using  it,  however,  in  the  sense 
of  the  relative  charts  between  artieles  it  applies  as  \\vll 
to  goods  carried  under  commodity  tariiVs.  While  the 
articles  suhject  to  coiinnoility  tarilTs  are  relatively  few  as 
compare.!  with  the  articles  governed  by  the  classification^. 
they  are  in  the  main  articles  that  move  in  great  volume, 
so  that  though  comparatively  few  in  number,  they  never- 
theless constitute  the  great  bulk  of  the  freight  tonnage. 
The  fact  that  they  do  move  in  great  volume  makes  it  pos- 
sible to  deal  with  each  one  separately  for  rate  purposes. 
The  articles  which  take  class  rates,  on  the  other  hand,  run 
into  the  thousands  but  do  not  move  in  any  great  quantities. 
Only  a  few  of  the  separate  articles  afford  large  amounts 
of  traffic,  so  that  in  actual  practice  it  has  been  found  con- 
venient, if  not  absolutely  necessary,  to  consider  them  in 
groups  or  "classes."  The  principles  underlying  com- 
modity and  class  rates  are,  generally  speaking,  the  same, 
but  in  working  out  the  two  types  of  rates  there  is  this 
difference,  that  for  commodity  rates  the  costs  of  handling 
the  separate  commodity  are  worked  out  and  then  for  rate 
purposes  modified  by  the  other  factors  entering  into  rate 
structure,  i.  e.,  value,  liability  to  damage,  etc.,  while  for 
class  rates  the  elements  that  affect  costs,  are  considered 
in  conjunction  with  the  other  factors. 

Freight  classifications  are  made  by  committees  com- 
posed of  representatives  of  the  different  railroads  within 
a  specified  territory.  There  is  no  uniform  classification 
applicable  to  the  entire  United  States,  although  several 
attempts  have  been  made  to  formulate  such  schedules.1 

1  Before  the  Interstate  Commerce  Law  of  1887,  nearly  every  road 
hn<I  it*  own  classification.  The  requirement  «»f  the  I..MU'  :unl  nliort- 
haul  clause  of  the  act  forced  the  change.  See  Noyes,  American  Rail- 
road Rate*,  67. 
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The  iin i'  of  separate  and  conflicting 

-MI  tn  d'-maii'l  th.it  one  tingle  uniform  classi. 
vould  be  both  nnnosssrj 
and  in  lim-  \\ith  puhln-  policy. 

present  tun.   tli.    I  niti-d  States  is  divided  into 

tliiv.-  rlassili'-atioM   t.-rritnri.-s  : 

41  <•  north  of  the  Ohio  and 

rs  and  east  of  the  Missi*-  ; .tin- 

tate  of  Wisconsin*  and  th<    Michigan  peninsula. 
roiiiiiiittrr  hrad«|uartrrs  an*  in  New  York. 

"S  >n  i n<  hides  the  territory  south 

of  the  Ohio  and  Potomac  rivers  and  east  of  the  Missix 

Its   n.iimiittrr   li.-a.l.iuart.-rs   an-    in    Atlanta. 

\\Ysf,  tii"  classificatinii  iin  hides  Wisconsin,  the  north- 
i-rn  ;  i  of  Mi.-hiuMn.  an«l  all  territory  West  of  tin- 

Mississippi  River.     Some  of  the  Pacific  Coast  territory  is 
under  a  separate  classification,  1  is  considered  as 

a  MiMi vision  of  classification.     The  com- 

mitt<.-'s  h-  a  l(|uarters  are  in  Chicago. 

In  a  number  of  states  like  Iowa,  Illinois  and  several 
states  separate  state  classifications  are  promul- 
gated by  law.    The  Kail  road  Commission  of  Wisconsin  ex- 
ercises the  p<>  iiange  any  it.-m  in  the  "western"  clas- 
Mnu  as  applicalih-  to  the  state.     Th.    \v>  -..nsin  law 
•  vs  that  the  classification  of  freight  in  tiu> 
state  shall  tx»  unifnnn  for  all  railroads.1 

In  ••sti-rn"  rla.^ii'H-atinn  all  commodities,  except 

those  iii'-lu-i.  '1  in  commodity  tariffs,  are  divided  into  five 
muni-  ••  i     1-5)  and  fiv.  classes.    Classes 

1  to  4  cover  shipments  in  less  than  carload  lots  (L.C  I. 

»8ec.  1797  7  Rerbed  SUituton  of  1913. 

•  lenerally  ipeaking.  the  chief  features  which  it  Menu  BaPBMiry 
to  eonsitler  in  determining  the  proper  clarification  of  an  article  are 
the  space  occupied  by  each  one  hundred  pounds  of  the  article,  an-1 
the  value  per  one  hundred  pounds  of  the  same.  The  first  is  supposed 
to  repvesent  the  amount  of  car  space  which  the  carrier  must  furnish 
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and  classes  5  to  E  the  carload  (C.L.)  shipments.  Articles 
of  the  highest  value,  like  dress  goods,  which  take  the  high- 
est rate,  are  put  in  Class  1  for  less  than  carload  and  Class 
"A"  for  carload  shipments,  while  the  lowest  priced  ar- 
ticles and  the  lowest  rates  are  represented  by  classes  4  and 
E,  there  being  a  gradual  reduction  in  both  for  tin  ini. T- 
mediate  classes.  Commodity  rates  are  ln\v<  r  than  Class 
"E."1 

To  determine  the  relationship  of  each  class  within  the 
fn-iirht  classification  to  each  other  the  Commission  has 
made  a  compilation  which  shows  that  when  tin-  rates  for 
Class  1  are  represented  by  100,  the  rates  for  tin-  ntlx-r  classes 
bear  roughly  the  following  proportions :  Class  2,  83 ;  Class 
3,  67;  Class  4,  50;  Class  5,  40;  Class  A,  45;  Class  B,  35; 
Class  C,  30;  Class  D,  25;  and  Class  E,  20.  The  com- 
pilation shows  that  taking  the  classification  as  it  stands  the 
average  rate  under  the  average  loading  for  the  entire  traf- 

in  the  transportation  of  the  article  and  the  second  is  suppo> 
represent  in  a  general  way  the  risk,  which  the  carrier  assumes,  as 
well  as  the  ability  of  the  commodity  to  be  transported  to  bear  a  cer- 
tain rate.  Having  determined  the  number  of  cubic  feet  of  car 
space  occupied  by  one  hundred  pounds  of  an  article,  and  the  valuo 
of  one  hundred  pounds,  both  expressed  decimally,  these  two  items 
are  added  together  and  constitute  what  has  been  termed  a  classifica- 
tion unit  This  is  not  an  exact,  but  rather  an  approximate  unit, 
which  serves  the  purpose  of  comparison  with  articles  already  in  the 
classification,  or  with  articles  still  to  be  added  to  the  valuation.  A 
certain  number  of  classification  units  are,  theoretically  at  least,  re- 
quired of  all  of  the  commodities  in  a  certain  class.  For  instance,  an 
nrtirle  which  represents  between  15  and  20  units  falls  into  the  first 
class;  an  article  which  represents  between  10  and  1  ~i  classification 
units  falls  into  the  second  class;  between  ^  :in«l  10  units  third  class; 
5  or  fewer  units  fourth  class.  These  units  may  be  rep.inlr.l  MS  in. lex 
numbers  giving  the  clue  to  the  correct  classification  of  any  particular 
article.  Obviously,  a  large  number  of  different  considerations  <  nt<-r 
into  the  classification  of  thousands  of  articles,  :in«l  a  unit  rule  of 
this  kind  must  be  regarded  as  applicable  only  in  a  general  way." — 
Medford  Fruit  Package  Co.  v.  W.  C.  B.  Co.  ct  al,  1906,  1  W.  E.  C.  B., 
47. 

*/»  re  Rates  on  Pulp  Wood,  op.  tit.,  227. 
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flc  is  denoted  by  28,  uhi.  h  u..ul.|  be  a  rate  between  r  I  asses 
C  and  D,  as  shoun  in    1  thU  chapter      When 

Claim  1  IB  represent!*'!  >>>    1m  ,t  follows  •  ratal  for 

:••*  in  thiii  claw  si  3.6  greater  than  thia  average, 

Class  E,  70  |  age  and  the  rates  f<> 

other  claaaea  should  bear  the  name  relative  proportion*. 

44  Thia  adjuKtment  of  ratea  may  be  considerably  im- 
proved upon  if  the  lew  than  carload  and  the  carload  ratea 
are  dealt  with  in.l.  p.  n«l.  ntly  of  ea-  declares 

Comnmsi  ?  ickson.    44That  this  is  the  case  is  shown 

when  in  similar  computations  of  the  figures  used  hen  in. 
•  »f  the  f<  placed  at  75  and  that  of  the 

As  already  in<!  >  the  discussion  of  classificat 

there  are  several  minor  ••lenient*  upon  which  the  classifica- 
s  built  that  are  considered  by  the  Commission  in  de- 
i ii ing  the  weight  of  this  factor  as  entering  into  the  mak- 
ing of ' '  reasonable ' '  rates.  These  elements  are :  (a)  value  of 
the  article,  (b)  relationship  of  rates  between  classes,  (c) 
comparison  of  rates  for  similar  service,  (d)  compet 
relations  of  articles  and  carriers,  (e)  commercial  and  lo- 
cal conditions. 

try    consideration    in    the    classification    of 

ue  of  the  art  Msported.    This  is  the 

first  faitm-  that  must  be  considered  in  the  classification  in 

the  adjustment  of  rates.*    On  this  point  the  Commission 

says: 

The  cost  is  the  first  element  that  should  be  determined  *  and 
this  cost  should  then  be  modified  by  "what  tlu>  tnitnc  will  bear." 


*  AddrtM  before  the  National  Association  of  Railway 

• 

,66  Product  <  K.  Co.,  1908,  3  W.  R.  ( 

36;  Jfi/M-<mi<r-ir<iv*r«Aa  Brcring  Co.  v.  C.  f  N.  W.  B.  Co.,  1910,  5 
:.  C.  R,,  549. 
'  In  re  i  1/iU-  and  Cream,  1908,  2  W.  R.  C.  R.,  465  4«6. 
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Under  these  methods  of  fixing  rates  articles  of  a  high  value  and 

high  Cost  will  be  charged   I.  M  th:m   articles  of  low   value 

and  low  cost.  Generally  speaking  no  rate  should  he  lower  than 
sulhVient  to  cover  operat in-  expenses  and  to  contribute  at  least 
a  small  amount  toward  the  intcrot  upon  llie  in\e>tment.  There 
are  perhaps  conditions  under  which  exceptions  to  this  may  be 
warranted,  but  they  should  not  be  numero  ,  ral.  No  rates 

should  be  SO  high  as  to  interfere  with  the   free  and   unhan 

Mient  of  the  goods,  or  yield  unreasonably  hiirh  profits  when 
the  situation  as  a  whole  is  considered.  Between  these  two  ex- 
tremes, or  between  the  upper  and  lower  level,  there  may  be  al- 
most all  sorts  of  rates.  Some  may  be  close  to  the  bottom ;  others 
may  be  close  to  the  top;  while  still  others  may  be  midway  be- 
tween the  two  limits. 

On  the  high-priced  article  the  rate  of  transportation  consti- 
tutes only  a  small,  perhaps  insignificant,  proportion  of  its  value. 
An  equally  high  rate  on  some  other  or  low-grade  commodity  might 
easily  prove  prohibitive  and  prevent  its  shipment  entirely.  In 
other  words,  low-grade  commodities  cannot  bear  as  biirb  rates  as 
1 1 iuli-grade  ones.  That  rates  should  be  so  adjusted  as  not  to  pre- 
vent a  reasonably  free  and  unhampered  exchange  ,,f  products  is  of 
the  greatest  importance  from  both  the  economic  and  social  point  of 
view.  When  it  is  found  that  certain  commodities  cannot  bear 
rates  that  will  cover  operating  expenses  plus  their  e<iual  pro- 
portion of  a  reasonable  profit  on  the  investment',  and  that  there 
are  other  commodities  which  can  bear  tin  and  something 

besides,  it  is  usual,  and,  for  the  reasons  given,  in  line  with  tin? 
best  interests  of  both  the  carriers  and  the  public,  to  so  adjust 
the  rates  that  the  former  are  made  to  contribute  less  and  the 
latter  more  than  their  equal  proportions  of  the  interest  on  the 
investment. 

There  are  commodities  which  could  not  be  moved  under  hi -her 
rates  than  just  about  sutlicient  to  cover  operating  costs  and  a 
small  amount  in  the  way  of  profits.  On  the  other  hand,  there  are 
a  large  number  of  commodities  which  can  bear  hi-h  rates  that 
will  not  only  cover  operating  expenses,  but  yield  a  very  hand- 
some surplus  above  the-e  ex | lenses,  to  be  applied  as  inten 
profits  to  the  investment.  These  facts  must  be  taken  into  con- 
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aideration  M  a  matter  of  both  business  and  public  policy.  It  fol- 
lows that  the  jwUice  or  fairness  of  each  particular  rate  in  Utt 
schedules,  or  in  effect,  depends  upon  the  care  and  accuracy  with 
which  the  freight  is  eJaarined,  and  with  which  the  raUa  of  ebargv 
fur  each  of  thaao  aliJSM  an  adjusted. 


Under  theae  principles  it  will  In-  fmm.l  that  in  examin- 
ing rate  schedules,  saw  logs  a  in  I  .rushed  atone  bear  tin- 

Inwrst    pnssihh-   enininiM  1  it  y    rutrs.   \\hih-   tin-   oth.-r  .-\tr.in.- 

is  represented  l>\  ii..-  In^h  rat.-s  <>n  dreas  goods. 

'I'll.-  proportional  n  lationahip  of  rate*  to  each  other  for 

1    iii   tin-   fn-i^ht-raU? 

claasificat  >il>ject  to  gu;  >  an.  I  i-liange  by 

the  Commission      It  that  enters  into  th.- 

making  of  a  final  rate.     II.  -n-  th.    <i<M  trin.-  of  charging 

it  tl..-  tratVi.-  will  l..-ar*'  would  seem  to  have  a  prac- 

applieation.     Regarding  this  rate  relationship   th<- 

i 

relation  which  the  rates  on  the  various  classes  of1  freight 
and   •  is  r.ii!,ii,o.hti<>s  ought  to  bear  to  each  other  are 

••:-.;  ~  ..    .    '...  '     •-- 

as  the  value  of  the  arti.i.-.  tii.  ir  hulk  in  proportion  to  their 
weight,  the  risks  invol  articles  generally, 

Another  «h  in.  itt  to  be  con  by  the  Commission 

is  a  comparison  of  the  same  rates  for  similar  service. 
is  not  as  important  an  eh  m<  nt  as  the  oth.  r  factors,  al- 
-rh  it  has  a  bearing  in  r  .1  cases.    Comparison 

of  rates  is  not  considered  a  safe  basis  for  rate-making. 
The  rates  with  which  comparison  is  made  may  be  unreason- 
able or  the  result  of  p«  u  :  it  i<>ns.  While  a  com  para- 


•  H'u.  Pn/p  <f  Pn/>rr  J//r«.  v.  C.  f  N.  W.  X.  Co.  et  ot,  1910,  6 
W.  R  <      K      J        M0;  all  <•!  Refining  Co.  et  at.  v.  C.  f 

W.  M.  Co.,  1910,  6  W.  K.  C.  K.,  333,  843. 
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ti\.    process  will  eliminate  discriminations  between  ship- 
pers, it  may  also  have  the  effect  of  allowing  too  high  a 
return  upon  the  inv.stin.nt1     Its  every  aspect  must  be 
•idly  scrutinized  before  accepted.    That  the  condition 
li  surrounds  the  industry  as  a  whole  is  an  element, 
however,  to  be  tak.  n  into  consideration  with  other  factors, 
is  indicated  by  the  following  from  a  Commission's  deci- 
sion: 

While  a  comparison  of  the  rate  in  controversy  in  the  present  * 
case  with  other  rates  does  not  in  and  of  itself  establish  the  unrea- 
sonableness of  the  former,  yet  where  conditions  are  not  dis- 
similar and  the  cast  of  transportation  is  not  greater,  it  would 
seem  that  the  variance  in  the  rates  is  not  justified. 


A  typical  illustration  of  the  use  of  comparative  rates 
may  be  found  in  the  investigation  conducted  by  the  Com- 
mission into  the  pulp  wood  rates  in  the  state.  It  found 
that: 

The  rates  in  Minnesota  are  about  the  same  as  in  Wisconsin.8 
The  rates  in  New  York  are  lower  to  some  points  and  higher  to 
others  than  the  rate  in  Wisconsin.  The  rates  in  Michigan,  Maine, 
New  Hampshire,  Tennessee  and  Virginia  are  from  14  to  60  per 
cent  lower  than  the  rates  for  like  distances  in  Wisconsin.  As 
the  paper  produced  in  all  of  these  states  seems  to  come  in  com- 
petition with  the  paper  produced  in  Wisconsin,  these  differences 
in  the  rates  on  the  raw  material  are  an  element  that  should  receive 
some  consideration  in  this  case. 

1  Milwaukee-Waukesha  Brewing  Co.,  op.  cit.,  549,  852;  Single  et 
al.,  etc.,  op.  cit.,  600,  832;   Wisconsin  Lakes  Ice  and  Cartage  Co.  v. 
C.  4-  N.  W.  S.  Co.,  1912,  9  W.  E.  C.  R.,  109,  628;    Wausau  Paper 
Mills  Co.  v.  C.  M.  4-  8t.  P.  E.  Co.,  1912,  9  W.  R.  C.  R.;  404. 
'  Kroujikop  v.  C.  M.  f  St.  P.  R.  Co.,  1910,  6  W.  K.  0.  K..   186, 
'In  re  Pulp   Wood  Bates,  op.  cit.,  218-220;   see  comparison  of 
rates  with  oilier  similar  forest  products.  171. 
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Again  competitive  condition*  must  be  considered.  Com- 
petition would  Mem  to  be  a  stronger  factor  as  bet  WIN 
tides  than  between  earrien.    It  may  be  ao  strong  in  tome 
induitriea  aa  to  prevent  producers  entering  certain  mar- 
keta.    Unless  this  element  is  recognized  and  unless  c*. 
ered  it  may  prevent  the  movement  of  a  certain  article  of 
freight  that  will  bear  a  small  share  in  the  necessary  oper- 
ating expenses  and  profits.    The  question  has  been  touched 
upon  in  numerous  decisions,  thus: 

Another  important  element  that  enter*  into  the  question  '  of 
what  rates  the  traffic  can  fairly  bear  ia  found  in  competitive 
conditions.  It  ia  often  found  that  competition  ia  ao  strong  that 
the  regular  rate  of  transportation  would  entirely  prevent  pro- 
ducers from  entering  certain  markets.  Whenever  such  conditions 
are  met  with  it  ia  often  to  the  best  interests  of  both  the  carriers 
and  the  community  that  they  shall  be  fully  considered  in  adjust- 
ing the  freight  rates.  If  a  alight  shading  in  the  rates  will  enable 
the  articles  to  move,  and  if  this  shading  can  be  made  without  un- 
just discrimination,  it  is  usually  best  for  all  concerned  that  it 
should  be  made,  J.t.-.ll  y  a  fact  '  that,  for 

ly  competitive  undertakings,  even  so  small  an  amount  as 
one  cent  per  ewt  on  the  raw  material  may  prove  quite  detrimen- 
tal. ...  The  practice  usually  is  to  a<  traffic  at  the 

beat  rates  it  can  be  had  provided  the  revenue  derived  therefrom  is 
sufficient  to  cover  the  extra  cost  of  handling  this  traffic  when 
something  is  included  in  this  cost  for  returns  upon  the  investment, 
and  provided  further,  that  the  rates  and  terms  at  which  it  is  so 
accepted  are  not  unjustly  discriminatory. 

The  final  factor  to  be  considered  is  in  reality  only  a 

corollary  of  the  prinripN*  of  competition  above  stated.    Lo- 

cal and  commercial  conditions  sometimes  have  an  effect  on 

making  of  a  reasonable,  rate.     It  has  been  recognised 


Brewing  Co.,  op.  fit..  188,  842. 
•  Wtbtier  Mfg.  Co.  v.  C.  8t.  P.  M.  f  (>  5  W.  R.  < 

96,  07. 
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as  ;m  indepen.leiit  elrmmt  in  a  in iinber  of  cases,  as  shown 
by  the  following  paragraphs: 

The  effect  of  special  and  local  conditions  at  various1  points 
enters  more  or  less  strongly  in  the  fixing  of  commodity  rates. 

The  most  important  element  in  tin-  fixing  of  rates  is  the*  cost 
<>f  the  service,  subject  to  modifications  by  reason  of  commercial 
conditions,  such  as  the  value  of  the  article  carried,  the  con 
live  situation  of  both  the  producer  and  the  carrier. 

The  needs  of  the  shipper  and  of  the  ronmmnity  should  a1 
be  taken  into  account   in  rate-making.     Hut,  important   as  the>e 
elements  are,  they  are  not  often  the  only  ones  to  be  con>i<l« K d. 

Not  every  element  mentioned  is  of  the  same  force  and 
importance  in  every  case.     Summarizing  our  examination, 
we  find  that  the  two  elements  that  control  the  rate-making 
situation  are  the  unit  cost  of  the  service  and  the  chi^i 
fication  of  the  article.    The  others  are  modifying  factors. 
Three  tables  have  been  prepared  by  Commissioner  Eriek 
son  to  illustrate  the  method  of  rate-making  described  in 
this  chapter.     Table  II,  already  referred  to,  contains  a 

inent  of  the  general  condition  of  the  road,  its  fina- 
its  traffic,   mileage,   with   a   reduction   of  the   data    into 
unit    costs.      Table    III    shows    the    amount    of    freight 
of  each   class  carried   and  the  revenue   produced.     See 
pages  140-142. 

Using  the  facts  in  Tables  II  and  III,  and  applying  tin  -in 
to  the  elements  of  movement  cost,  terminal  expense,  and 
other  factors  in  the  classification,  Table  IV  of  normal  unit 
costs  for  each  class  of  commodity  carried  various  distances 
is  produced.  These  tariffs,  when  applied  to  practical  cases, 
are  sometimes  modified  by  competition  and  commercial 
conditions  explained  above.  They  are  so  computed  as  to 

<ile  et  ol.,  etc.,  601. 
3  Ibid.,  600. 
1  Elbcrtton  v.  C.  St.  P.  M.  f  0.  B.  Co.,  1908,  2  W.  B.  C.  B.,  600. 
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yield  an  average  return  of  8  per  cent  on  the  cost  of  the 

road,  which  on  the  basis  of  th«-  physical  value  of  the  prop- 

i  in  au  earlier  chapter,  ia  fixed  at  $35,000  a 

In  T<t  -lie  rate  of  return  on  the  lea*  valuable 

classes  of  freight  ia  computed  low,  compared  with  the  rate 

allowed  on  the  articles  that  are  shipped   in  the  higher 


£her  cost  of  way  freight  compared  with  through 
freight  has  also  been  recognized  in  Tal>l.  I V  Way  freight 
usually  requires  about  a  hundred-mile  hu>.  rence  to 

able  baaed  on  cos  liscloses  the  diminution  of  the 

rate  ratios  with  the  distance  of  the  haul  and  th- 

rtance  of  the  terminal  charge  in  all  >lmrt  hauls,  re- 
gardless  of  the  class  of  freight  carried.  The  data  at  the 

-in  of  Table  IV  gives  ratios  per  cwt.  f-  us  classes 

and  lengths  of  haul.    The  average  cost  per  cwt.  is  about 

7.3  cents  for  rage  load,  the  average  length  of  haul 

1  17  mil.-s ..  which  falls  between  classes  C  and  D.  (Table 

Hearing  in  mind  the  ratios  of  different  classes  within 
the  classification  schedule  to  each  other,  as  already  ex- 
tl  illustration,  ta  MI  Table  II.  will 

elucidate  best  tin-  ni«-th<»«l  us.-.l  in  making  the  classifications 
.!•!••  IN'.    Take  as  an  illu-i!-;i?i..n  tl..-  «!•  t,  rmination  of 
a  rate  for  a  Class  1  article  going  the  first  t.-n  miles  or  leas. 
age  hauling  cost  t    per  mile  for  the  aver- 

age load  of  15  tons  is  .287  mill  (Table   II        As  ] 
ously  stated,  in  discussing  the  question  of  classification, 
the  position  of  the  average  rat-   un.l.-r  average  loading  for 
raffle  as  a  whole  mav  l»y  28,  which  is  foiuxl 

n  classes  C  and  D.    A  Class  1  rate  will  be 
times  giv  it  a  Class  E  rate  and  3.5  greater  than 

the  average  rate. 

Applying  these  principles,  thin  gives  an  average  rate  of 
1  Butll,  etc.,  op.  cil.,  488. 
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(.287  mill  x  3.5)  1  cent  per  cwt.  as  a  Class  1  rate  for  the 
first  ten  miles  of  haul.  Another  factor  now  t>nl«  is  It 
costs  50  !>•  T  <  t  nt  more  for  movement  expenses  to  operate 
a  way  freight,  that  runs  less  than  one  hundred  miles  dis- 
tance, than  a  through  freight.  For  a  Class  1  article  car- 
ried ten  miles  or  less  this  would  give  a  movement  rate  of 
1.5  cents  per  cwt.  When  the  highest  terminal  rate  of  8.4 
cents  *  (Table  II)  per  cwt.  is  added,  it  makes  a  total  cost 
per  cwt.  of  9.9  cents  for  the  first  ten  miles  of  haul.  For 
the  first  one  hundred  miles  the  movement  expense  is  m 
creased  at  a  rate  of  1.5  cents  per  cwt.,  first  class,  for  each 
ten  miles  distance  the  goods  are  carried. 

Theoretically  there  should  be  separate  tariffs  for  way 
and  through  freight.  These,  however,  have  been  combin.  <1 
in  one  table.  The  movement  rates  under  one  hundred  miles 
have  been  increased  on  the  basis  of  data  collected  by  the 
Commission  as  to  the  respective  cost  of  the  two  kinds  of 
traffic.  This  gives  higher  rates  for  way  freight.  For  each 
ten-mile  unit  between  one  hundred  and  two  hundred  miles 
the  rate  is  increased  at  a  ratio  of  one-third  of  the  move- 
ment cost  for  the  first  ten  miles  of  haul.  When  two  hun- 
dred miles  is  reached  the  original  average  movement  rate 
of  1  cent  for  each  ten-mile  unit  has  again  been  obtained 
(First  class  two  hundred  miles  the  rate  is  28.40  per  cwt. 
less  8.40  terminal  expense,  gives  a  movement  expense  of  20, 
\\liirh  divided  by  20  ten-mile  units  gives  an  average  1  cent 
rate)  and  this  basic  rate  is  used  for  ten-mile  units  there- 
at ft  .T.  The  same  principles  of  tariff-making,  explained 
here,  apply  to  the  making  of  rates  for  other  classes  of 
freight  shipped  various  distances. 

Data  in  Tables  II,  III  and  IV  are  based  on  the  traffic 
of  a  line  taken  as  a  whole.  As  most  carriers  operate  in 
more  than  one  state,  a  division  between  interstate  and  in- 

•This  high  terminal  rate  is  also  apportioned  so  that  Class  E  is 
one-fifth  of  the  Class  1  terminal  rate. 
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tractate  earning!  is  often  neeMsan  limit 

process  but  not  impossible     The  accounts  of  the  cost  of 

ii  are  usually  krpt  l>\  divisions.    It  ha*  been 

i  that  40  percent  of  the  coat  items  can  be  imm.-diately 

located. 

The  efficacy  of  the  cost  system  of  rate-making  is  at 
once  apparent     Its  foundation  rest*  upon  the  facts  de- 
i    from   tin-  operation  of  the  road.     Ordinarily  two 
s  of  one  Wisconsin  commission'  e  is  reqi, 

every  day  to  settle  rate  problems.  In  that  time  from 
twenty  to  one  hundred  rates  are  made  or  remade — an  av- 
erage of  about  forty  a  day. 

Some  of  the  cost  data  compiled  by  the  Commission  can 
be  used  in  computing  any  rates,  as  the  variation  in  units 
between  the  difTm-nt  carriers  in  the  state  is  but  si 
Much  <>f  it  must  be  gone  over  for  every  arti.-L-  shipped  be- 
tween any  two  stations.    The  more  rates  involved  the  more 
laborious  is  the  task.    It  is  estimated  that  in  th.-  n-.-.-r 
press  rate  case  before  the  Commission  at  least  1,000,000 
"basing  rates"  were  involved.     \Vh.-n  tin-  Int.-r>tate  Com- 
••  Commission  made  r  <>n  on  the  same  subj- 

_r«-d  the  method  of  basing  rates  to  the  "zone  system" 
and  the  number  of  separate  rates  was  reduced.  It  in- 
volved, how.  >,000  separate  rate  computations  to 
bring  about  uniforn  the  decisions.  Because 
of  the  local  pick-up  and  d  service,  and  specific 
acts  between  carriers  and  the  companies  in  many 
eases,  express  rates  are  higher  than  first-class  freight 
rates.2 

Other  state  commissions  using  leas  definite  and  scientific 
methods  have  be*  ;1« ••!  in  i!  ••  courts  many  times  in 

rate  cases.  Not  a  freight  rate  made  by  the  Wisconsin  Com- 
mission has  suffered  a  reversal. 

1  B«*U,  et«.,  op,  cit.,  496. 

'  /*  r*  Rate*  <m  Jf  iU  and  Cream,  op.  cit.,  498. 
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TABLE  II 
SHOWING  BOMB  or  THE  DATA  FROM  WHICH  THE  RATE 

WAS    (\IMIMI.KI) 


Operating  expenses  and  taxes  ...............              .  .  .  ?  JJ  !>.r>2,930 

Interest  at  8  per  cent  on  $133,525,000  .................  10,282,000 

Total  expenses  .................................  $33,234,930 

Proportion                     m  chargeable  to  freight  traffic.  ......  71   JUT  rent 

rminal  expense*  <>f  total  freight  expenses.  .  40  per  cent 

1  number  of  loaded  «•                    ...............  1  .  IT.0,400 

Total  number  of  load.  ,1  car-miles  .....................  166,588,200 

Averse  weight  per  empty  car  ........................  1.',  tons 

me  weight  of  load  in  loaded  car  ..................  !."»  tons 

::ige  gross  weight  per  loaded  car  ........                 ...  30  tons 

Tons  of  freight,  carried  ............................... 

Tons  of  freight  carried  one  mile                          ...........  2,4:n.7 

Average  distance  each  ton  was  carried  about  ...........  147  mil.  s 

Lengti)  of  main  track  ................................  3,Xlf)  miles 

Estimated  cost  per  mile  .............................  $3,r>.(MX) 

Total  cost  whole  line  ................................  $135,525,000 

Operating  expenses  and  taxes  charged  to  freight  traffic.  .  $16,296,583 

Interest  charged  to  freight  traffic  .....................  7,589,220 

$23,885,803 

Operating  expenses  and  taxes  charged  as  terminal  expenses  $6,035,688 
Operating  expenses  and  taxes  charged  as  movement  ex- 

pen-.-  ...........................................  9,77. 

•st  charged  as  movement  expenses  ................  4,553,532 

Terminal  operating  expenses  aiul  taxes  per  loaded  car.  .  .  5.70 

Terminal  interest  charges  per  loaded  car  ...............  2.70 

Total  terminal  expenses  per  loaded  car.  ...............  8.40 

Terminal  exiM-nses  per  cwt.  when  car  is  loaded  with  15 

tons  of  freight  ....................................  2.80  cts. 

i  rial  expenses  per  cwt.  when  car  is  loaded  with  20  tons 

of  freight  ........................................  2.  10  cts. 

Terminal  expenses  per  cwt.  when  car  is  loaded  with  5  tons 

of  freight  ........................................  8.40  cts. 

Movement  operating  expenses  and  taxes  per  loaded  car- 

mile  ............................................  5.87  cts' 

Movement  interest  charges  ..........................  2.74  cts' 

Total  movement  expenses  per  loaded  car-mile  ..........  8.61  cts. 

.gc  movement  expenses  per  gross  ton  per  mile  (8.61 

cts.  per  L.C.M.  -t-  30  Gr.  T.  per  L.C.  per  mile)  ..........  287  ct. 

Movement  expenses  per  net  cwt.  per  mile  when  car  is 

loaded  with  15  tons  of  freight  (  -J\7  ct.  per  Cr.  T.  per 

mile  X  30  Gr.  T.  -  8.610.    8.610  +  300  =  .287  mill)  .287  mill 
Mov                  i.enses  per  net    cwt.   per  mile  when  car  is 

loaded  with  20  tons  freight  (.287    X   35    =    1,435. 

L435H    1W  »  .351  mill)  ................  .....  251  mill 
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CHAPTKR    X 
MAKTNO  OF   L'Til.i  I  V    RATES 

:li  th<>  public  and  the  investor  find  the  subject  of 
utility  rates  of  primary  importance.     The  price  charged 
nines  the  income  of  the  utility  and  the 
sacrifices  that  the  individual  must  make  to  obtain  the  ser- 
in reasonable  rates,  discriminatory  or  excessive,  are 
ary  to  good  public  policy.    If  the  rates  are  unjust 
al,  money  is  wrongfully  transferred  from  the 

•  U  of  one  consumer  to  another.    Rates  must  be  scien- 
ly  a.ij  usted  so  that  each  consumer  pays  for  the  cost 

s  service.    They  must  be  high  enough  to  attract  capital 

into  the  enterprise,  but  they  should  be  low 

••n..uLrh  to  yield  only  reasonable  profits  above  interest  and 

•  elation  upon  a  fair  value  of  the  property.    Rates  that 
<K>  low  result  ultimately  in  poor  service,  the  crippling 

of  development,  and  sometimes  in  a  discontinuance  of  the 

Wisconsin  public  utility  rates,  as  computed  by  the  Com- 
mission, are  prepared  on  the  cost  of  the  service  basis.    To 
<lt  t rnn i n<-  these  rates  requires  the  fullest  information  as 
a  value  of  the  property,  the  total  cost  of  each  branch 
••  service,  a  detailed  analysis  of  output,  a  classification 
of  the  items  of  expense  and  a  just  apportionment  of  these 
urtments  ing  service.    It  takes 

lln  the  preparation  of  this  chapter  the  writer  has  drawn  from 
two  papers  prepared  by  Commissioner   Eriekaon   on  "The  Making 
Kates"  and  ••Rat.-s  trie  Current,"  both  of  which 

are  extensive  dismtssioni  of  the  technique  of  the  subject*  treated. 

Ml 
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into  ron.si.lr  ration  depreciation,  interest  on  inv.-sini.-nt  and 
profit  and  th.  diameter  of  the  service  rendered  J  The 
processes  followed  in  dett -nninin^  tlic  rates  for  each  class 
of  utility  are  similar.  For  the  purpose  of  making  a  full 
explanation  of  the  method,  the  distribution  of  the  expenses 
and  the  making  of  cost  of  service  rates  for  a  water  com- 
pany are  selected  as  an  example. 

Total  expenses  are  analyzed  to  determine  the  proper 
cost  units.  These  expenses  depend  upon  thn •<•  important 
factors :  * 

Consumer  expense. 

Demand  or  capacity  expense. 

Output  cost. 

What  is  meant  by  consumer  expense,  involving  such 
items  as  the  cost  of  reading  meters,  is  self-evident.  The 
Commission  in  a  leading  case  on  the  subject  of  unit  water 
costs  said : ' 

Having  determined  the  total  cost  of  the  service,  the  next  prob- 
lem is  to  so  distribute  this  cost  that  all  of  the  different  classes  of 
consumers  will  bear  their  just  share  of  the  burden.  Before  UK; 
i-xtrnt  of  this  burden  can  be  ascertained,  it  is  necessary  to  sep- 
arate the  operating  expense  into  capacity  and  output  expenses. 
The  Commission  has  repeatedly  pointed  out  the  distinction  be- 
tween capacity  and  output  expenses.  In  every  business  there  are 
certain  expenses  which  are  directly  dependent  upon  the  output. 
As  the  output  increases  or  decreases,  these  expenses  will  increase 
or  decrease.  But  there  is  a  large  class  of  expenses  which  are 

lSee  data  on  life  of  utilities,  In,  re  Fond  du  Lac  Water  Co.,  1910, 
5  W.  R.  C.  R.,  502,  817. 

1  Cases  followed  in  the  apportionment  over  output,  capacity  and 
consumer  expenses:  Dick  et  al.  v.  Madison  Water  Commission,  ll»lo, 
5  W.  R.  C.  R.;  City  of  Janesville  v.  Janesville  W.  Co.,  1911,  7  \V.  K. 
C.  R.,  651,  789;  Fitzgerald  et  al.  v.  City  of  Tomahawk,  1911.  s 
W.  R.  C.  R.,  40,  47,  761;  City  of  Marinette  v.  City  Water  Co.  of 
Marinette,  1911,  8  W.  R.  C.  R.,  365,  761. 

•Dick  et  al.  v.  Madison  Water  Commission,  1910,  5  W.  R.  C.  R., 
757,  803. 
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red  more  or  !«•  independently  ..f  th«<  output.  To  maintain 
*  water  plant  in  readineaa  to  supply  aerviee  require*  a  Urge  ex- 
pense, although  no  demand  may  ever  be  made  upon  the  lyatem. 
Some  expenaea  partake  of  the  nature  of  both.  Tbeae  moat  be 
-I  over  capacity  and  output  aa  nearly  an  it  can  be  done. 
Again,  aome  expenses  n  y  chargeable  against  toe  muniei- 

v,  or  againat  aome  other  claae  of  consumer*. 

Aft.  r  these  three  cost*  have  been  obtuim.1.  t}..-  items 
are  again  allocated  between  t  partments  of 

the  service,  and  again  ov<  lasses  of  consum- 

To  obtain  these  results  .  -n  tails  an  analysis  of  a  maze 
of  accounts  and  data  to  determine  the  actual  unit  cost  of 
service. 

In  pi-a.  ti<  ally  •  \  .  -ry  water  plant  two  distinct  services 

are  r  '     (1)  The  supplying  of  large  quantities  of 

water,  usually   n  urh  pressure,   for  ly  short 

••Is  of  time  fnr  tire  protection.  This  is  a  public  use.   (2) 

lyingof  watrr  at  all  times  for  commercial  and  in- 

dustrial usrs.     This  is  a  pnvat.-  pur|)OSe. 

Until  investigations  were  made  by  the  Com- 

mission there  seems  to  have  been  a  general  opinion,  espe- 
cially where  muni.  -ipal  plants  were  operated,  that  the  cora- 

i<>8  should  pay  the  entire  cost 

of  opera  t  <1  plants,  op- 

erated u  i  uli  -r  a  franchise,  seemed  to  incline  toward  this 
position. 

••re  appears  to  be  a  wide  difference  of  opinion  be- 
tween engineering  authorities  as  to  what  proportion  of  the 
total  expense  should  be  born.  ii  class  of  consumers. 

Some  contend  that  the  fire  service  should  pay  interest  only 
on  the  excess  investment  above  what  would  be  required  of 
a  plant  to  render  general  service.  Others  claim  that  the 


ft  al  v.  Madison  Water  Commution,  1910,  5  W.  &  C.  R., 
757,  803. 
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plants  are  more  oftm  designed  for  tire  protection  and  tin* 
ng  of  private  users  is  incidental.  The  Commission,  in 
its  decisions,  considers  that  both  branches  are  coordinate.1 
Each  bears  the  burden  of  interest,  depreciation  and  prof- 
its, according  to  the  apportionment  of  the  existing  plant 
based  on  the  relative  cost  of  separate  systems.2 

"The  proportion  of  the  investment  necessary  for  the 
public  service  may  vary  somewhat,  depending  upon  the 
local  conditions,'1  says  the  Commission  in  a  recent  deci- 
sion.8 It  has  been  held  by  the  engineers  and  water-works 
men  whose  experience  and  study  of  the  question  makes 
their  opinion  of  weight,  that  this  proportion  will  but  sel- 
dom, if  ever,  go  below  50  per  cent  of  the  cost  of  the  plant 
and  system.  In  those  cases  where  the  Commission  has  in- 
vestigated the  matter  in  detail  and  has  made  a  separation 
between  public  and  private,  or  domestic  use,  the  propor- 
tion of  total  investment  chargeable  to  public  use  has  been 
found  greatly  to  exceed  50  per  cent. 

The  demand  which  the  plant  must  be  able  to  meet  at 
any  time,  and  the  amount  of  water  pumped  or  supplied 
to  consumers,  and  the  number  of  consumers  to  be  supplied, 
influence  the  operating  expenses  of  the  plant.4  The  clas- 
sification of  the  operating  expenses  depends  largely  upon 
the  nature  of  the  different  expense  items.  Not  all  expenses 
depend  entirely  upon  the  amount  of  water  pumped.  A  de- 

ldty  of  Ashland  v.  Ashland  Water  Co.,  1909,  4  W.  B.  C.  B.,  297, 
806. 

1  Leading  cases  followed  in  apportionment  of  investment  between 
public  and  private  use:  City  of  Ashland  v.  Ashland  Water  Co.,  1909, 

4  W.  B.  C.  B.,  273;  City  of  Eipon  v.  Eipon  Light  and  Water  Co., 
1910,  5  W.  B.  C.  B.,  1,  66;  Dick  et  al.  v.  Madison  Water  Commission, 
1910,  5  W.  B.  C.  B.,  731,  757,  and  City  of  Beloit  v.  Veloit  Water, 
Gat  and  Electric  Co.,  1911,  7  W.  B.  C.  B.,  187,  310. 

9  In  re  Application  Jefferson  Municipal  El.  Li.  &  W.  Plant,  1910, 

5  W.  B.  C.  B.,  578,  803. 

'City  of  Ashland  v.  Ashland  W.  Co.,  1909,  4  W.  B.  C.  B.,  273, 
286,  292,  295,  805. 
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crease  in  the  amount  of  output  \\ill  not  reduce  the  expense 
of  operation  by  a  eorresponding  ratio.  A  considerable 
part  of  the  expense  result*  from  keeping  the  plant  ready 
to  serve  the  largest  demand  that  it  is  possible  to  make 
upon  it  at  any  time.  In  the  mind  of  the  Commission  th«- 

,nry  con 

of  cost  that  each  branch  of  the  service,  and  each 
and  class  of  customers,  will  bear  their  just  burden  of  the 

total  rusts5 

Because  a  ••..•.'.}    proportion  of  the  water 

pumped  is  used  for  fire  prot  it  follows  that  but  a 

•mall  proportion  of  the  expense  which  varies  with  the 
amou  it. -r  pumped  should  be  borne  by  the  fire  pro- 

tection service.    From  an  analysis  of  a  number  of  water 
plants,  Commissioner  Erickson  declares  that  only  from  1 
cent  of  the  total  amount  of  water  pumped  is  used 
•e.    Recently  the  Commission  held :  * 

The  determination  of  the  proper  charge  to  the  public  for  fire 
sen-ice  rests  largely  upon  the  matter  of  investment  The  amount 
of  water  used  has  practically  no  effect  on  the  final  result,  as  the 
quantity  consumed  for  fire  service  is  practically  negligible. 

Likewise  the  share  of  consumer  expense  applicable  to 

fire  service  is  small,  as  it  consists  of  little  more  than  the 

looking  a  '>>•! rants.    Fire  service  charges  are  made 

up  largely  of  fixed  charges  and  standby  expenses,  incident 

••  large  demands  it  may  make  on  the  system  at  any 

time.     The  amount  of  capacity  expense  that  is  charged 

against   any    consun  ••»»  *    that    in    justice 

1   pay   f,.r  :  iing  service  from 

.<-*  ft  al.  r.  Jfadfeon  Water  CommMon,  0  W.  R.  C.  R.. 
803. 

f  SI  Co.,  1911,  7  W.  B.  a  R, 

op.  tit.,  757, 
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the   utility,    however   great   or   small    that  service     may 
be." 

The  next  step  in  the  separation  of  the  cost  of  fin-  i 
tection  from  that  of  general  service  is  the  segregation  of 
the  operating  expenses  between  capacity,  output  and  con- 
sumer charges  based  on  the  elements  that  influence  each 
item.  Generally  speaking,  tin-  Commission  h;is.  found  that 
in  the  average  typical  plant  the  capacity  expense  would 
amount  to  about  38  per  cent,  the  consumer  expense  to  18 
per  cent  and  the  output  expense  to  about  44  per  cent  of  the 
total  opera  t  ing  charge^.1 

For  the  output  expenses  the  accepted  basis  of  appor- 
tionment is  the  actual  consumption  of  water  for  munici- 
pal and  private  purposes.2  The  capacity  cost  is  divided 
between  the  two  branches  of  service  on  the  basis  of  the  pro- 
portion of  the  investment  required  to  meet  the  demands 
for  service.8 

For  example,  in  a  typical  water  plant  the  fin-  demand 
may  be  1,200  gallons  per  minute  while  the  demand  for  in- 
dustrial and  domestic  service  may  reach  1,000  gallons 
per  minute.  On  the  basis  of  these  demands  f>  1  .">  per  cent 
of  the  capacity  part  of  the  operating  expense  should  be 
apportioned  to  fire  and  45.5  per  cent  to  general  service. 

Consumer  expenses  are  allotted  generally  on  the  basis 
of  the  number  of  consumers.  The  taxes,  depreciation  and 
interest  are  apportioned  among  the  amounts  invested  in 
each  separate  division  of  the  property.4 

With  the  cost  of  the  service  ascertained,  with  the  allo- 
cation of  this  expense  between  capacity,  output  and  con- 
sumer's costs,  and  with  the  apportionment  of  these  three 

1  Erickson,  Address  on  water  rates,  p.  11. 

*  In  re  Application  Jefferson  Municipal  El.  Lt.  $  JF.  Plant,  1910, 

5  W.  B.  C.  E.,  578,  804;  Kirwin  et  al  v.  City  of  Darlington,  1910, 

6  W.  B.  C.  B.,  36,  781. 

•City  of  Bipon  v.  Bipon  Lt.  4-  W.  Co.,  1910,  5  W.  B.  C.  B.,  62,  804. 
4  Fitzgerald  et  al.  v.  Tomahawk,  1911,  8  W.  B.  C.  B.,  47,  762. 
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classes  of  expense  between  the  two  branches  of  servic< 
task  remains  .l.utM,-/  tl.,-  .-apa«-ity.  ..,•).,!  and  con- 

sumer*' coMtK  over  the  private  water  uaera  ao  that  each  will 
pay  I  share  toward  the  total  revenues  necessary  to 

operate  the  utility. 

Where  the  formation  of  sched- 

ules Is  comparatively  simpl>-     Th.   .  <.M<  imuon  reached  by 
' 'ommbiM'  M  in  numerous  decisions  is  that  the  cost  of 
fire  service  should  be  treated  as  a  whole,  regardless  of  tl..- 
numlx  r  of  hydrants  or  mile*  of  mains;  ' 

••-••   mimieipality    in  a   lump  sum  ami   that   tin* 

cost  of  new  extensions  should  be  covered  by  separate 
charges.1 

Domestic  find  industrial  water  rates  are  more  compli- 
cated in  the  mal.  It  necessitates  complete  cons' 
ami  demand  data  fn>m  the  records  of  the  plant  with  a  cor- 
di>trihutii.n  <>f  ti..    .-ap.i.-ity  and  consumer  cost  upon 
>!  1     Tlu-sr  unit  costs  must  be  modi- 
ni  the  liu'ht  of  Inral  O,M. lit  inns.    Under  the  rulings  of 
<  'ommiKsion  capacity  cost  must  be  borne  by  each  con- 
suim-r  in  pr«'|H,!-ti,,ii  t<>  his  demand  upon  the  plant,  or  the 
investment*]                •!•  mand  costs  his  demau<i  represents, 
A  eotiMiiim-r  uith  a  thr. •<•  -im-h  pipe  may  use  no  more  water 
than  one  with  a  one-inch  pipe.  l>ut  he  makes  a  correspond- 
ingly larger  demand  upon  the  plant.'    Capacity  and  con- 
sumer expenses  are  in  the  nature  of  fixed  charges,  whieh 
ii.-  whether  the  customer  uses  little  or  no  water.     In 
some  rate  schedules  they  appear  as  service  or  demand 
charges;  in  other  schedules  they  are  covered  by  the  mini- 
mum hill. 

It  only  remains  to  provide  a  charge  that  will  ,-..%,  r  the 
•put  cost    A  meter  charge  is  arrived  at  by  divid- 
ing the  total  out;  use  with  the  number  of  units  of 

« Manncttc  v.  City  »'.  Co..  1011,  8  W.  R.  C.  B^  366,  385,         ~ 

<  t  ii/..  ,,|i.  i  it,.  7CT.,  - 


**•"•'  * 

W.         -  A  & 


150      RAILROADS  AND  PUBLIC  UTILITIES 

water  sold.    When  it  is  impracticable  to  cover  the 
demand  cost  in  a  separate  charge  it  is  often  necessary  to 
include  at  least  a  part  of  it  in  the  output  charge. 

These  reasonings  suggest  a  schedule  for  water  service 
furnished  to  domestic  and  industrial  users  that  is  composed 
of  a  service  charge  covering  the  capacity  and  consumer 
expenses,  plus  a  meter  charge  based  on  tin-  numht-r  of  thou- 
sand gallons  of  water  used.  It  is  a  rule  followed  by  the 
Commission  in  most  cases  to  adopt  meter  charges  that  de- 
crease in  amount  with  each  successive  increase  in  tli<> 
amount  of  water  used.  This  graduation  is  ordinarily 
known  as  the  cost  method  of  rate-making,  where  each  con- 
sumer pays,  as  nearly  as  practicable,  the  cost  of  the  service 
he  obtains.  It  requires  laborious  and  tedious  processes  of 
calculations  to  arrive  at  the  results.  Fairness  to  the  con- 
sumers would  seem  to  justify  the  labor. 

In  order  to  better  illustrate  the  method  of  rate-making, 
Commissioner  Erickson  recently  made  an  analysis  of  a 
typical  municipally  owned  water  company.  Using  the 
methods  of  apportionment  already  explained,  Mr.  Erickson 
said: 

The  cost  of  this  plant  and  its  business  was  about  $150,000. 
On  this  amount  the  taxes,  depreciation  and  interest  charges  at  6 
per  cent  amounted  to  $9,000  annually.  The  operating  expenses 
proper  footed  up  to  about  $11,586.60  for  the  year. 

Of  the  fixed  charges  of  $9,000  the  fire  service  was  allotted 
$4,800  or  60  per  cent  and  the  general  service  $4,200  or  40  per 
cent. 

Of  the  operating  expenses  of  $11,586.60,  the  capacity  cost 
amounted  to  $4,374.13  or  37.75  per  cent;  the  output  cost  to 
$5,153.35  or  44.48  per  cent  and  the  consumer  cost  to  $2,059.12 
or  17.77  per  cent. 

When  of  this  demand  cost  in  the  operating  expenses  54.5  |><  r 
cent  is  allotted  to  the  fire  service  and  45.5  per  cent  to  the  general 
service;  when  the  output  cost  is  divided  on  the  basis  of  2  per  cent 
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he  fire  and  06  per  cent  for  tbe  general  service;  and  when 
tbe  fire  service  ia  made  to  bear  about  5  per  cent  of  the  con- 
sumer coat  and  the  balance  thereof  goes  to  the  general 
results  are  about  aa  follows: 


$2,'Na  «.m 
9.77 


$1,990.23 


Totals. 


12,496.74 


10,060.86 


Wben  tbe  $2,49<>  grating  expenses  of  tbe  fire  service 

are  increased  by  the  $4,800  which  this  service  is  made  to  beer 
he  fixed  charges  tbe  total  annual  cost  of  tbe  fire  service  is 
$7,206.74. 

Wben  tbe  operating  expenses  of  $9,089.86,  ss  above  appor- 
tioned, ^aro  increased  by  $4,200  for  fixed  charges,  or  for  taxes, 
depreciation  and  interest,  and  when  these  fixed  charges  are  allot- 
ted to  the  capacity,  output  and  consumer  cost  on  tbe  same 
aa  the  operating  expenses,  the  total  cost  of  each  of  these 
and  for  tbe  general  service  ss  a  whole  is  ss  follows: 

u  GENERAL  SERVICE  ONLY 


Capacity . 
Output. 


f.V,:r,  w 
r./.H'i  70 
2,793.17 


Total 


When  for  general  service  the 
distributed  among  tbe 


coat  of  $2,793.17  is 
ra  of  the  plant  the  average 


for  each  ia  $2.33.     Wben  tbe  output  coat  of  $6,919.70  ia  dis- 
tributed on  the  150,000,000  gallons  of  water  sold,  tbe  average  cost 
l  .000  gallons  ia  about  4.61  cents.    The  number  of  meters  and 
services  need  and  their  sixes  were  aa  follows: 


152     RAILROADS  AND  rrm.ir  ITIUTIES 


Size  in  inches 

Meters 

•/•.. 

1,100 

!<::                                          I!! 

2  

20 

i:> 

10 

4 

Total  

1,200 

The  following  table  shows  the  consumer  Hi.: 

the  capacity  charge  for  each  of  the  various  sizes  of  meters  and 
services  and  the  total  for  both.  This  total  in  rate  makin-_r  is  often 
included  in  one  charge  which  is  named  "service  charge."  The 
table  also  shows  the  total  revenue  for  the  year  that  would  ho 
derived  from  such  "service  charges."  It  will  he  noted  that  the 
total  amounts  to  $5,900  or  to  $470.16  less  than  the  sum  of  the 
capacity  and  the  consumer  costs  given  above  which  amount  to 
$6,369.16,  or  to  $3,576.00  for  the  former  and  to  >J.!)!i:{.17  for 
the  latter.  This  difference  a n>>e  mostly  from  the  fact  that  round 
figures  were  used  in  computintr  the,  capacity  Hiar-e-  f'-r  cad 
of  meters.  This  balance  of  $  170.1(1  can  easily  be  cared  for  by  a 
readjustment  of  the  figures  or  by  including  it  in  the  output  cost 
which  is  the  basis  for  the  meter  charge. 

TOTAL  SERVICE  CHARGES  PER  YEAR 


Total 

Total 

Con- 

Capac- 

Number 

revenue 

Size  of  meter 

service 

sumer 

ity 

of 

from 

charge 

charge 

charge 

>ervice 

charge 

•/•  inch 

$4  00 

$2  33 

$1.69 

1,100 

S-l,!00 

\i  inch 

6  00 

2  33 

:',  r.'.i 

50 

800 

1  inch  . 

10.00 

2  33 

7.67 

20 

200 

2  inch  

•JO.  (HI 

2.33 

17.67 

us 

300 

3  inch 

40.00 

2  33 

37.67 

10 

400 

4  inch  . 

60.00 

2.33 

57.67 

5 

800 

Total     .    . 

$5,900 
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Whan  the  demand  eoeta  are  assigned  to  the 

rhat  in  proportion  to  their  aixe  it  U  thus  found  that  the 
eost  per  meter  or  service  will  0Uo  vary  with  the  site  of  the 


••He  figures  raggest  a  rate  schedule  for  the  general 
in  uliirli  the  aenriee  eharge  per  quarter  ranges  from  $1 
the  %-incb  metera  to  $15  for  the  4  inch  meter  plua  a  meter 
charge  of  six  centa  per  1,000  gallona  of  water  for  the  first  40,000 
gallons  and  about  4.5  centa  per  1,000  gallona  for  all  consumption 
in  excess  of  this.  Thia  schedule  on  the  baaia  of  the  condition* 
given  would  yield  a  trifle  more  revenue  than  the  cost  for  the 
general  aenriee  given  above,  which  was  about  $13,289.86. 

f«e  figures  and  facta  suggest  further  that  the  cost  of  fire 
protection  service  ia  represented  by  $2,496.74  for  operating  ex- 
penses and  by  $4,800  for  taxes,  depreciation  and  interest  and 
that  the  aum  of  these  items,  which  ia  $7,296.74,  should  be  to  the 
city  aa  the  annual  charge  for  such  protection. 
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uctically  the  same  principles  in  the  division  of  fixed 
an. I  variable  expenses,  and  the  classification  of  items  of 
cost,  are  used  by  the  Commission  in  making  rates  for  the 
sale  of  gas  ami  Numerous  decisions  by  the 

Commission  show  that  the  fixed  expenses  in  these  plants  are 
no  plant  inv.  usually  several  times  greater 

than  the  annual  gross  earnings.  and  gas  can- 

not be  stored  for  long  periods  and  sold  as  are  manufactured 
goods.  Both  gas  and  water  must  be  kept  under  heavy  pres- 
sure at  all  times,  entailing  gerat  expense. 

To  furnish  adequate  service  an  lighting  enter- 

prise must  be  able  to  furnish  a  complete  demand  instanta- 
neously.   Obviously  r  UTS  the  cost  per  unit  higher 
than  if  there  were  a  constant  demand.    In  other  words, 
lemand  that  may  be  made  upon  the  plant  at  any  time 

1  City  of  Bipo*  v.  Xipo*  Lt.  f  W.  Co.,  1910,  5  W.  a  a  R,  56,  875. 
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fixes  the  amount  of  investment  necessary  to  continue  the 
enterprise  consistent  with  good  service. 

The  cost  of  supplying  gas  and  electricity,  as  pointed 
out  in  the  analysis  of  water  plants,  is  divided  between 
fixed  and  variable  expenses.1  The  former  depends  upon 
the  capacity  or  maximum  demand  and  the  latter  on  the 
amount  of  output.1  The  relation  of  these  expenses  to  each 
other  depends  much  upon  the  management  of  the  plant 
and  local  conditions. 

The  rates  fixed  by  the  Commission  are  ascertained  by 
computing  a  fixed  charge  based  upon  the  consumer *s  de- 
mand and  a  variable  charge  per  unit  of  electricity  used. 
A  typical  illustration  of  the  method  employed  is  contained 
in  some  of  the  literature  sent  out  by  the  Commission : 

Assume  a  plant  that  has  a  capacity  of  300  kilowatts ;  that  has 
an  average  daily  use  of  current  of  about  five  hours;  that  has  an 
operating  expense,  including  taxes  and  interest  on  the  invest- 
ment, to  the  amount  of  about  $18,000  for  the  year,  of  which 
about  two-thirds  is  covered  by  the  fixed,  and  about  one-third  by 
the  variable  expenses,  and  that  has  a  connected  load  and  an  in 
stantaneous  maximum  demand  that  about  equals  the  capacity 
of  the  plant.  This  is  a  situation  that  is  probably  not  often,  if 
ever  found  in  actual  practice,  but  it  is  assumed  here  for  the 
sake  of  simplicity  or  convenience  in  figuring.  These  figures,  to- 
gether with  the  annual  output  of  current  as  below  given,  fur- 
nish the  material  by  which  the  principles  laid  down  in  the  pre- 
ceding pages  may  be  illustrated.  It  should  also  be  noted  that  in 
actual  experience  it  is  found  that  the  proportion  of  the  fixed 
expenses  is  apt  to  vary  greatly  with  the  conditions,  and  that 

'Leading  cases  followed  in  apportionment  of  electric  expenses: 
/*  re  Application  Stoughton  Mun.  El.  Lt.  System,  1909,  3  W.  B.  C. 
B.,  490;  In  re  Menominee  f  Marinette  Lt.  $  Tr.  Co.,  1909,  3  W.  B. 
C.  B.,  831.  Gas  Utility  Apportionment:  State  Journal  Printing  Co. 
et  al.  v.  Madison  Gas  f  Elec.  Co.  4  W.  B.  C.  B.,  735,  737;  City  of 
Racine  v.  Racine  G.  Lt.  Co.,  6  W.  B.  C.  B.,  304,  309. 

'  City  of  Whitewater  v.  Whitewater  El.  Lt.  Co.,  1910,  6  W.  B.  C. 
B.,  141. 
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t  the  main  elaates  of  expenses,  including  both  interest  and 
depreciation,  are  in  most  cases  likely  to  include  both  fixed  an.J 
variable  items. 

The  annual  output  of  current  for  this  plant  is  as  follows: 

operation  daily. .  100,500  kw.  bra, 

2-hr,  operation  daily. . .  .      210,000  kw.  hrs. 

328,500  kw   hrm. 
5-hr,  operation  dailv.  . .  .      547,500  kw.  hrs. 

10-hr.  ..iirrntmn  daily 1,1  *»:,,<«»  kw.  hrn. 

24-hr,  operation  daily  .  2,628,000  kw.  bra. 


The  fixed  expenses  on  the  basis  stated  amount  to  about 
$12,000  for  the  year,  or  to  $40  per  kilowatt  per  year.  This  ex- 
pense remains  the  same  whether  the  plant  is  operated  one,  two  or 
three  hours  daily,  or  even  if  it  is  in  operation  all  day. 

As  the  total  fixed  expense  remains  the  same,  regardless  of 
output,  and  as  the  output  in  kilowatt  hours  increases  with  in- 
crease in  the  number  of  hours  of  daily  operation,  it  must  also 
follow  that  the  fixed  cost  per  kilowatt  hour  decreases  with  in- 
in  the  output 

The  fixed  coat  per  kilowatt  hour  for  instance  is : 

1 1 .00  eta.  when  the  plant  is  in  operation  1  hour  daily 
5.50  eta,  when  the  plant  is  in  operation  2  hours  daily 
3.66  eta.  when  the  plant  ia  in  operation  3  hours  dairy 
2.20  cts.  when  the  plant  is  in  operation  5  hours  daily 


The  variable  expense  of  this  plant  is : 

tt.OOO  when  the  plant  is  in  operation  1  hour    daily 

r..l«)  whm   the   plant    is   in  oi*T:tti.,ii  '2  hours  ,l:uly 

0,000  when  the  plant  »  in  operation  3  hours  dairy 
15,000  when  the  plant  is  in  operation  5  hours  dairy 


In  other  words,  the  variable  expenses  are  increasing  with  in- 
creases in  ut  and  not  far  from  in  the  same  proportion. 

Since  the  total  variable  expenses  thus  vary  with  the  output,  or 
with  the  hours  of  daily  use  of  current,  it  must  also  follow 
that  the  variable  expense  per  kilowatt  hour  is  about  the  same 
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when  the  plant  is  used  one  hour  each  day  as  when  used  three 
«»r  more  hours  daily.    In  the  plant  in  question  hero  the  variable 

M»  j>er  kilowatt  liour  amounts  to  about  'J.77  cents. 
The  total  COSt  of  run-rut,  as  stated,  is  thus  iu:i<le  up  of  a  fixed 
ami  a  variable  expense.     \Yhen  the  fixed  and  variable  costs  are 
thus  added  together,  it  is  found  that  the  totals  of  both  per  kilo- 
watt hour  are: 

Fixed  Variable  Total 

11.00  plus  2.77  13.77  Ct8.  when  plant  is  in  oprr.  1  hr.  daily 

5.60  plus  2.77  8.27  cte.  when  plant  i.s  in  o]>rr. 'J  hi>.  daily 

3.66  plus  2.77  6.43  cts.  \\hrn  plant  is  in  oper.  Jfhrs.  daily 

2.20  plus  2.77  4.97  cts.  when  plant  is  in  op<  i  .',  in  daily 

Nothing  illustrates  better  the  fallacy  of  flat  rates  or 
the  un i form  rates  per  lamp,  or  per  kilowatt  hour,  than  tin- 
above  table.1  It  shows  that  rates  designed,  without  regard 
to  installation  and  maximum  demand  of  the  consumers, 
must  be  discriminatory  and  inequitable.  "A  man  having 
an  installation  and  demand  of  two  kilowatts,  and  using 
his  current  only  one  hour  per  day,  consumes  no  more  cur- 
rent than  the  man  who  has  an  installation  and  demand 
of  one  kilowatt,  but  who  is  using  his  current  two  hours 
daily,2  yet  the  investment  for  the  former  must  be  twice  as 
great  as  that  for  the  latter.  Under  these  circumstances  it 
is  manifestly  clear  that  the  same  rate  per  kilowatt  hour 
for  both  cannot  be  a  just  or  fair  rate."  As  disclosed  by 
the  above  unit  cost  table  the  cost  per  kilowatt  hour  for  the 
first  consumer  is  13.77  cents  and  for  the  second  8.27  cents 
per  kilowatt  hour. 

A  glance  at  the  tables  showing  the  method  of  cost  of 
service  rate-making  illustrates  how  rapidly  the  costs  de- 
cline with  an  increase  of  business.  Nearly  two-thirds  of 
the  total  expenses  of  the  service,  including  fixed  charges, 

1  City  of  Ripon  v.  Eipon  Lt.  $  W.  Co.,  1910,  5  W.  R.  C.  R.,  34,  864 
'  In  re  Application  Mcnominee  f  Marinctte  Lt.  and  Tr.  Co.,  1909, 
3  W.  R.  C.  B.,  830. 


"i  unun  HATES 

are  independent  of  the  amount  <>f  « -urn-nt  generated  and 
•old.  It  follows  that  tin-  larp-r  tin-  output  up  t<»  the  point 
where  tl>  f  'i  ••  i  -iii/^l  the  better 

-  load  factor  ami  >e  coat  per  unit  of  current 
uiil  be. 

A  rate  achedule  baaed  on  thin  cost  of  service  principle 
results  in  higher  average  ratee  per  kilowatt  hour  for  th- 
short-  than  for  lon^  -era.  Reaidencea  are  usually 

ahort  hour  users  and  power  customers  are  usually  long- 
users.    Numerous  decisions  worked  out  on  this  cost- 
basis  >le,  show  the  wide  difference  in  rates  possible 

-  tliis  plan,  that  cannot  be  considered  as  unjustly  dis- 

as  between  long-  and  short-hour  consumers. 

F«  >le,  a  recent  decision  showed  the  average  coat 

hour  for  lighting  rates  was  6.2  cents,  street 

mg  5.2  cents,  ]>•  nts,  and  traction  service 

nts.     Lower  rates  for  large  power  users  increase  the 

output  and  q  the  hi-rh  \penses  over  a  large 

field  •  cr  unit  rates  for  all  classes  proportionately. 

\  hitfh  load  factor  stands  for  low  costs,"  said  Com- 
missi  :«-kson  nv« -ntly.1  "\>nt  a  satisfactory  load  can- 

not often  be  obtained  without  rate  st-li.  ,1  for  each 

branch  and  class  of  service  are  as  closely  adjusted  to  the 
coat  as  is  practicable  in  u instances.  In  the 

operation  and  management  of  a  public  utility,  there  is  no 
is    of    great*  r    importance,    rithrr    to    the 
ut ilr  \M  customers,  than  a  properly  adjusted  rate 

is  task  of  making  the  so-called  cost  of  service  rates 
!••••  i >» ires  an  analysis  of  the  most  complete  and  detailed  cost 
figures  obtainable  ui  im  thod  of  uniform  account- 

ing. These  data  are  obtained  uu-l.-r  the  classification  of  ac- 
counts discussed  in  an  carli*  >  i.  h  an  analysis, 

•  Article  on  "Eleetrie  Rate  Making."     A**aU  of  tiu  A 
Academy  of  Political  end  Social  lofeiMX,  Mmj,  1914. 


158     RAILROADS  AND  PUBLIC  UTILITIES 

when  the  items  of  expense  are  properly  allocated  over  the 
(1  iff.  -rent  departments  of  service  and  classes  of  customers, 
results  in  placing  all  users  on  an  equitable  footing,  and 

*  tin-  plants  on  a  snumlrr  IMISMH-- 


n'l:iti«»nslii|'  >st  of  service  principle  to  rate-making 

will  be  discussed  more  fully  in  Chapter  xii. 


niAPTBB  XI 

STREET   AND    INTEBUBBAN   RAILWATB 

Although  experim.  !)r^an   in    1>vV».   Koth   in  this 

muntry  an«i  in  Mump,-,  r  ,.|  not  become 

a  coiiinirreial  possibility  until  about  1888.  The  early  ur- 
ban railway  transport  shed  by  animal,  cable 
ami  steam  power  a  the  first  United  States  census 
was  taken  of  th*  in. lust r\  in  1890  it  was  found  that  in 
thd  neighborhood  of  69  per  cent  of  the  total  street  railway 
tuf«-  ami  60  per  nut  of  the  passenger  traffic  were  still 
••oii.Iurted  by  horse  or  mule  traction  systems.  The  el 
railways  at  t  carried  only  7  per  cent  of  the  pas- 
sengers and  operated  H5  pet  •  aek  mileage. 
The  growth  of  this  method  of  transportation  has  been 
m<  nal  Since  1890  the  trackage  increased  from  1,262 
miles  to  41,022  in  191  '  a  thirty-two-fold  increase  within 
twenty-two  years — and  it  has  now  almost  entirely  super- 
seded all  animal  and  cable  systems  and  steam  railways. 
The  percentages  and  figures  given  also  indu<i<-  tin-  -! 
opim-nt  of  int.  rurbans  since  1s'.>i.  when  they  became  suc- 
cessful through  the  economical  transmission  of  elrrtririty 
comparatively  long  distances.  The  real  expansion  of 
i nt «•  rurbans,  however,  began  somewhat  later  than  1894. 

Going  back  one  tin. Is  that  in  1886,  according  to  the  cen- 
sus, only  two  electric  railways  operate.!  in  ire  coun- 
Alxmt  that  time  a  system  was  installed  in  Appleton, 
Wisconsin.    It  was  in  -r  it* 
date,  January  1.  1886,  ami  in  1  -"•  it  was 
IflQ 


160     RAILROADS  AND  PUBLIC  UTILITIES 

reported  as  having  3.5  miles  of  track  in  operation  Soon 
afterwards  there  were  four  other  electric  railways  in  Wis- 
consin. One  operated  in  Eau  Claire,  another  in  Superior 
and  two  in  Milwaukee.  The  total  trackage  of  these  rail- 
ways was  45.5  miles.  Besides  these  were  nine  animal  power 

systems  and  one  steam  power.  To  show  the  conditi f 

street  railway  transportation  it  may  be  stated  that  in  the 
city  of  Milwaukee,  for  instance,  five  separate  systems  oper- 
ated in  1890:  two  electric  systems,  two  animal  systems  and 
one  steam  dummy  line. 

Twelve  years  later  in  1902  twenty  systems  with  ap- 
proximately 446  miles  of  electric  railway  track  were  in 
cj)'  ration  in  Wisconsin — a  tenfold  inm-ase.  By  1907 
there  were  twenty-five  systems  with  659.6  miles  of  track 
according  to  the  Wisconsin  Commission's  first  annual  re- 
port. All  other  forms  of  urban  transportation  had  entirely 
disappeared.  There  is  no  doubt  that  the  rapid  development 
of  the  electric  railway  up  to  this  period  has  not  only  been 
caused  by  its  superior  commercial  possibilities  over  other 
systems,  but  has  also  been  caused  by  the  exceedingly  rapid 
growth  of  population  within  the  cities.  Especially  is  this 
true  when  it  is  considered  that  cities  usually  grow  to  a 
certain  size  without  any  real  need  of  local  transportation. 
This  size  may  be  fixed  between  5,000  and  10,000  inhabi- 
tants, depending  upon  physical  and  social  conditions.  But 
at  this  point  and  beyond,  municipal  intercourse  demands 
more  rapid  transportation  and  the  field  is  open  for  urban 
railway  construction.  During  the  last  few  decades  many 
\Vix-onsih  cities  have  reached  this  stage  or  exec. d.d  it,  and 
the  commnvial  success  of  the  electric  railway  fills  a  much 
needed  want.  The  period  since  1907  inn-its  a  more  detailed 
«lix Mission  than  that  accorded  to  previous  periods*  but  be- 
fore giving  these  details  it  will  be  well  to  include  first  a 
brief  iwirw  of  the  br^inninjr  <>f  regulation. 

Under  the  act  of  1905  establishing  the  Commission,  jur- 
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fodiction  waa  given  over  common  carriers.    This  law,  how- 
ever, as  later  int.  i  prated,  result  in  unif..nn  control 
ways.1    In  an  early  ease  the  fact  waa  es- 
tablished that  j  ,  only  over  thoae  elee- 

railwaya  whose  lines  extended  heyond  the  corporate 
*,  leaving  thoae  wholly  within  th.-s,-  limit*,  so- 
ealled  street  or  urban  railways,  entin-ly  «-x«-mpt  from  regu- 
i      In  1 1..-  annual  report  of  the  Commission  dated  De- 
ceml  '06,  attention  waa  called  to  the  count  m 

placed  uoon  the  law  in  this  respect  by  the  attorney-general 
ami  hy  tin-  Commiflsion,  an- 1  ti  ••  suggestion  was  made  that 
power  to  regulate  should  emhraer  cither  all  urban  railways 
or  that  su.-h  i>«.  ,M  not  •  .  any  urban  sys- 

tems.     With    this  inconsi  o   legislature 

of  1907,  at  the  regular  session,  amended  the  section  <1 
ing  "railroa  unhide   street  and    intrrurban    rail- 

ways.9 From  this  time,  then,  1907,  effective  regulation 
began. 

One  of  the  first  important  acts  the  Commission  under- 
took was  the  promulgation  of  a  uniform  system  of  account- 
ing. The  text  issued  .July  1,  1909,  conformed  quite  closely 

at  prescribed  by  •  rstate  Commerce  Commission. 

il  effort  was  made  to  secure  similarity  \  pos- 

sil'l.-.  l>ut   in  a  number  of  instances  it  was  found  that 

^ea  were  necessary.    Greater  detail  and  differ. -noes  in 
the  power  accounts  were  required  to  facilitate  cost  analy- 
sis in  rate  and  service  cases.    The  power  accounts  were  so 
arranged  as  to  produce  uniformity  for  all  joint  utility  op- 
eration, thus  avoiding  unnecessary  accounts  and  en 
on  the  part  of  the   utilities.     In  th<    preparation  of 
claatificat  •  nces  were  had  with  the  accounting 

committee  of  the  Wisconsin  Street  and  Int.  r urban  Railway 

lln  re  Application  of  Chapter  362,  Laws  of  1905,  to  Certain 
Street  Railway*,  1906,  1  \v. 

"See.  1797-2,  Wiaconaia  Statutes,  !•• 
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Association  and  with  officers  of  the  association  and  of  in 
dividual  railway  systems. 

Due  to  the  differences  in  operating  conditions,  however, 
rience  up  to  1912  indicated  that  certain  accounts  should 
be  separated  as  to  urban,  suburban  and  intern  rlwn  opera- 
tions whenever  one  company  conducted  any  combination  of 
these  three  services.  Accurate  accounts  and  source  data 
could  not  be  obtained  otherwise.  Accordingly,  a  supple- 
mentary report  to  produce  these  separations  was  issued 
for  the  fiscal  year  ending  June  30,  1913,  and  this  supple- 
ment was  made  a  permanent  part  of  the  report  for  1!>1  1. 
On  the  whole,  returns  have  been  satisfactory,  each  year 
showing  greater  improvements  over  its  predecessor.  Nev- 
ertheless there  is  still  room  for  betterment,  especially  in 
reporting  primary  account  separations,  traffic  statistics, 
units  of  operation,  and  detailed  construction  charges.  To 
this  end  all  possible  assistance  has  been  rendered  through 
members  of  the  statistical  staff. 

The  problems  coming  before  the  Commission  to  regulate 
service  are  complicated  and  technical.  To  meet  the  extreme 
demands  for  transportation  during  the  morning  and  even- 
ing rush  hours  in  urban  operation  requires  patient  and  de- 
tailed study  of  traffic  data  and  routing.  The  public  often 
does  not  realize  how  much  time  is  required  in  certain  cases 
to  find  the  solution  most  equitable  to  all  parties  concerned. 
Service  must  be  adequate  for  patrons  and  still  within  the 
reasonable  limits  of  the  company's  financial  ability.  The 
standard  set  must  usually  be  so  flexible  as  to  meet  the 
requirements  of  rush  and  non-rush  periods,  of  joint  urban, 
suburban  and  interurban  service,  of  weekly  and  seasonal 
variations  in  demand.  In  interurban  service  a  mooted 
question  is  the  extra  service  required  during  the  "summer 
months.  Pleasure  resorts  along  a  line  cause  considerable 
congestion  of  lines,  especially  on  Saturdays,  Sundays  and 
holidays.  The  running  of  limited  and  local  service  OV»T  tluj 
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•ami  lian  lint*  ly  raise*  the  question  of  ado- 

s' of  local  service  and  the  limitation  of  scheduled  tnter- 
ii  stops.    These  and  similar  situations  are  matters  re- 
quiring extensive  investigation.    In  order  to  give  testimony 
.•  Commission  'a  work  in  the  matter  of  service,  the  fol- 
lou  ing  general  account  of  eaaea  is  submitted,  indicating  the 

• 

Schedules. — In  this  mutter  a  large  improvement  has  re- 
sulted from  the  orders  of  the  Commission  on  the  lines  of 
its  companies  by  providing  more  rapid  and  adequate 
let  through  frequency  of  cars  and  adjusting  the  ear 
traffic  to  the  variations  in  the  passenger  traffic.    Route  and 
destination  signs  on  cars  have  b< .  !  faulty  and  cor- 

rected— to  the  great  convenience  of  the  puM  In  one 
ease  a  company  had  refused  to  operate  its  cars  after  11 :30 
P.  M.f  thus  inc<>  -  a  large  number  of  patrons 

who  remained  at  social  or  other  fun. -lions  until  12  o'clock. 
Service  was  provided  by  the  Commission  until  1:2:20  from 
the  central  part  of  ll  it  increasing  the  expense 

of  the  company  very  mat.  rial  ly.     One  of  the  problems 
h  has  occupied  a  great  <!  m-  and  skill  recently 

was  the  work  required  to  determine  a  proper  standard 
of  car  loading  as  a  regulator  of  schedules  under  nearly 
all  ordinary  conditions  of  traffic. 

Crossings. — Over  one  thousand  highway  crossings  exist 
in  this  state  in  conjunrlion  with  t-l.-ct:  ays,  of  which 

about  fifty  are  protected  at  present.  Within  the  last  two 
years  upwards  of  twenty  decisions  have  been  rendered 
ordering  the  protection  of  electric  railway  crossings  with 
steam  roads  and  highways.  In  some  cases  two  or  more 
highway  intersections  were  affected  in  one  order.  Among 
the  methods  ordered  for  protecting  the  public  at  these 
crossings  may  be  mentioned  the  automatic  bell  and  illu- 
minated sign  for  night  indication,  separation  of  grades, 
removing  obstructions  to  the  view,  such  as  trees,  banks  of 
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earth,  wood  wing  fences  to  !•«  replaced  by  win-  fences. 
grading  Of  8p pi  ivim»vi!i«:  entirely  ^rade  inter.see- 

tions  with  sharp  or  acute  angles  and  replacing  them,  if  pos- 
sible. l»y  rijrht-an-  rseetions.  The  ordering  of  safety 
appliances  at  steam  crossing,  where  Mre.-t  nr  interurban 
railways  operate,  has  added  considerably  to  the  safety  of 
service  of  these  electric  roads. 

/  /        It. — On  October  8,  1913,  the  Commis 

sion  adopt.  (1  rules  ^,\.  i  nin«:  tin-  construction,  maintenance 
and  operation  of  interloeking  plants.  I'.y  these  rules  a 
practical  unification  of  signals  has  been  obtained  with  Illi- 
Minnesota  and  Indiana.  The  requirements  are  that 
plans  for  construction,  reconstruction  and  rehabilitation 
must  be  submitted  to  the  Commission  1'or  approval.  The 
semaphore  type  of  signal  has  been  adopted  as  a  general 
standard.  No  interlocking  plant  is  to  be  removed  without. 
notification.  Interlocking  report  blanks  are  required 
monthly  and  quarterly  showing  the  condition  of  the  entire 
plant,  tests  made,  what  failures  have  occurred  in  any  ap- 
paratus during  the  period  and  the  attendant  causes,  and 
how  many  derailments  have  taken  place. 

Cars. — On  four  electric  lines  the  Commission  has  regu- 
lated the  adequacy  of  car  service  as  regards  heating,  v.  n 
ti  hit  ion,  loading,  size,  front  and  rear  exits,  general  main- 
tenance, cleaning,  and  brake  operation. 

Stops. — In  a  half-dozen  decisions  relief  has  been  granted 
to  electric  railway  patrons  by  ordering  companies  to  stop 
their  cars  at  places  where  they  either  refused  to  do  so  or 
had  abandoned  former  stops. 

Stations. — Improvements  were  ordered  in  two  stations 
to  afford  better  accommodations  to  the  public. 

Bridges. — A  statute  of  1911  gives  the  Commission 
authority  over  the  maintenance,  renewals  and  construction 
of  bridges  used  jointly  for  highway  and  electric  railway 
purposes.  Detailed  and  careful  investigations  of  the  <•;. 
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of  bridge  accident*  have  been  undertaken  to  determine 
l   <»r  operating  defect*.     To  prevent  corrosion, 
cleaning  and  painting  methods  have  been  exten* 
veatigated  and  advice  is  given  to  local  officials, 
gineera  and  others  who  have  in  many  instances  requested 
assistance.     Pavements  upon  bridges  have  also  received 
attention  in  nnl.-r  that  ai<l  can  be  given  when 
In  a  m-nit  a  company 

.ice  a  dangerous  bridge  by  a  new  struc- 
.in.l  the  cost  was  ssunsspil  to  the  municipality  and 
y  company  in  proper  proport  Thus  was 

a  l«m;:-staii«Iiii£  niuiiieipal  controversy  closed. 

'•  niion  and  Abandonment.— It  seems  that  no 
ii>  authority  is  vest««l    in   tin-   ( 'oiiiiiiijwion  to  compel 

M   of  track  to  null  'ri.-ts  near  . 

allow  !li,«  al>amloiiin,-nt  of  s.-rvi.--  uj.  |  already 

in  ••;  ompany  wishes  to  do  so.    The  muni- 

cipality in  the  matter  of  track  abandonment,  it  appears, 
has   <  <!.      In   on<-   ilr>.-ision*   it  was  shown 

lity  nor  the  Commission  had  been 

•i  power  by  the  legislature  to  compel  track  extension. 

I'nli -ss  provided  by  contract  or  statute  no  extension  could 

be  di  In  another  case*  it  was  he  1-1.  aft. -r  ({noting 

•  •"in--  us.  that  a  company  cannot  be  compel! • 

ate  a  non-pay inu'  l»n« •.  if  tlie  city  system  as  a  whole 

is  earning  less  than  a  fa  li*  less,  the  Com- 

has  made  extensive  formal  investigations  in  various 

1  submitted  recommendations  as  to  the  necessity 

rack  extension  or  t  : -ability   of  abandonment 

r  municipal  officials  requested  such  assistance  or 


1  In  re  Wett  Algoma  Street  Bridge  in  OriJtari,  1912,  8  W.  R.  C. 

M  '-'  W.  ::57. 

•i/rrr,//    v.    U.rnll    Kailray   f    LI.    Co.,    1910,   5    W.   B.    CV 
418. 

•  Brown  v.  JaneeviUe  Street  foilvay  Co.,  1910,  4  W.  R.  C.  R.. 
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the situation  arose  in  conneetinn  \\itli  a  formal  case  or  with 
other  matters.  Aside  from  the  questions  iviVnvd  to,  it  may 
be  stated  that  orders  have  been  issued  compelling  the  con- 
struction of  double  track  or  sidings  on  int. nirban  and 
urban  lines  *  when  these  were  essential  to  the  rendition  of 
adequate  transportation  sen; 

Miscellaneous. — Orders  of  a  miscellaneous  character 
have  been  issued  from  time  to  time  which  have  improved 
electric  railway  service.  Crosstown  lines  and  a  through 
route  were  ordered  in  instances  to  give  certain  persons  a 
more  direct  route  between  their  n  sidences  and  their  daily 
work.  In  another  case  service  to  an  important  public 
park  was  ordered  resumed  after  it  had  been  abandoned  l»y 
the  company;  noisy  operation  on  a  curve  was  abolished  in 
one  case  by  requiring  either  reconstruction  or  proper  main- 
tenance; and  a  definition  was  placed  upon  hand  luggage 
with  the  provision  that  a  ruling  of  the  company  requiring 
baby  carriages  to  be  wrapped  before  allowing  them  upon 
the  cars  was  unreasonable.2 

Rates. — One  of  the  common  sources  of  complaints  is  the 
five-cent  zone  fare  as  applied  to  suburban  and  interurban 
traffic.  No  less  than  fifteen  formal  complaints  and  numer- 
ous informal  complaints  have  been  received  by  the  Com- 
mission in  regard  to  this  system  of  fares.  The  chief  cause 
for  dissatisfaction  is  the  flat  charge  of  five  cents  within  the 
zone  regardless  of  the  respective  length  of  the  zone  or  the 
length  of  passenger  haul  within  the  zone.  Special  ticket 
fares  and  overlapping  zones  have  been  established  by  com- 
panies to  overcome  the  inequalities,  but  these  measures 
have  usually  aggravated  the  situation,  resulting  in  greater 
discrimination.  It  has  been  found  necessary  in  order  to 
establish  equality  or  minimize  inequalities  in  rates  to  abol- 

*Buergin,  Jr.  et  al.  v.  Southern  Wisconsin  By.  Co.,  1913,  11  W. 
B.  C.  B.,  762. 

•Martin  v.  Southern  Wisconsin  By.  Co.,  1911,  8  W.  B.  C.  B.,  311. 
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i*h  this  zone  system  on  suburban  and  interurban  lines  and 
replace  it  I .  a  copper  zone  or  a  mileage  system, 

according  to  the  circumstances.    Two  interurban  companie* 
in  thia  itate  operated  un«!« -r  the  latter  systems  voluntarily 
10  regulation  of  •  railway*  began,  and  only  one 

t  haa  been  filed  during  the  regulatory  period  v, 
ked  the  competitive  feature  of  the  ratea  charged  by 
one  of  these  corn  panics.     On  the  whole,  the  copper  zone 
and  mileage  basis  have  been  found  far  more  satisfactory 
standpoint  of  equality  between  patrons  than  the 
live-cent  zone.     Accordingly,  when  \.  r  it  haa  been  found 
!'•.  a  change  in  ratea  haa  been  ordered  or  recom- 
mend. I  in  in.  .ting  complaints  against  the  nickel-zone  sys- 
tem.    In  other  cases  the  five-cent  zones  have  been  so 
rearranged  as  to  eliminate  the  grossest  discriminations. 
8  1907  two  companies  have  adopted  the  copper  basis 
•.ites  while  several  are  about  to  change  over.     More 
than  50  per  cent  of  the  track  mileage  is  now  operating 
upon  the  small  zone  or  mileage  basis. 

Ain.th.-r  matter  in  which  the  patrons  of  suburban  and 

int.  rurl.an  lines  have  been  benefited  by  decisions  is 

dcneed  hy   the  orders  covering  ticket  fares.     Such  com- 

s  M  11  reduced  fares  in  blocks  of  tickets  but  claim  that 

to  sell  them  upon  the  cars  on  the  cont.-n- 

! u<  tor  is  nnahlc  to  attend  to  the  platform 

duties  p-  He  tickets  at  the  same  time.    Cora- 

.  sell  tickets  at  their  offices  only  or  at 

:1  additional  places.    Under  such  conditions  these  re- 

1   fares  are  usually  available  to  but  a  few  patrons 

who  are  convenient  1\  located,  and  the  large  majority  must 

>  considerabl  nces  to  procure  these  tickets. 

Whenever  it  seemed  reasonable  the  Commission  has  re- 

'juired  these  tickets  to  be  sold  upon  the  cars  so  as  to  be 

available  to  all  who  desired  to  hi: 

With  n>p. ,  t  to  urban  fares  two  reductions  have  been 
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Tin-  reduce.l  ticket  rate  of  thirteen  for  fifty 
cents  ordered  in  Milwaukee  lias  been  appealed  to  tin-  courts. 
The  Supreme  Court  of  Wisconsin  am!  tliat  of  tin-  1'nited 
States  have  Upheld  the  legality  of  tin-  reduction  upon  the 
basis  of  the  appeal.*  In  Superior  a  reduced  fare  of  ni 
tickets  for  twenty-live  cents  established  by  the  Commission 
on  November  13,  1912,  has  been  declared  reasonable  by  the 
Circuit  Court  of  Dane  County  ami  a  Hi  in  ml  by  tin-  Su- 
preme Court,  June  1,  1915.  In  urban  centers,  whenever 
it.  has  been  practicable  ami  not  open  to  abuse,  the  fares 
have  been  supplemented  by  single  or  double  Iran 
to  relieve  the  patrons  of  paying  two  fares.  In  Milwau- 
kee double  transfers  were  provided  on  a  crosstown  lim  •. 
while  within  the  city  limits  of  Neenah  the  two  companies 
—  Wisconsin  Electric  Railway  Company  and  Wisconsin 
Light,  Heat  and  Power  Company  —  were  compelled  to  es- 
tablish a  single  fare  through  transfer  in  place  of  the  former 
double  five-cent  fare. 

Whenever  a  new  line  is  contemplated,  the  Commission, 
under  the  laws  governing  certificates  of  convenience  and 
necessity,  prevents  duplication  and  the  resulting  ruinous 
competition  by  making  a  careful  survey  of  the  prop 
construction,  the  density  of  population  to  be  served,  and 
other  traffic  factors. 

In  many  informal  proceedings  the  Commission  is  help- 
ful whenever  it  deems  it  advisable.  In  accounting  or 
engineering,  for  instance,  assistance  is  rendered  daily 
through  correspondence,  or  in  person,  by  members  of  tin- 
staff  working  in  the  field.  No  definite  record  exists  of  such 
aid,  but  it  is  not  overdrawing  the  situation  to  state  that  a 

1  Milwaukee  v.  Milwaukee  Electric  ffy.  f  Lt.  Co.,  1912,  ;0  W.  R. 
C.  B.,  1-305  ;  Superior  Commercial  Club  et  al.  v.  Duluth  8trc> 
Co.,  1912,  11  W.  B.  C.  B.,  1  -Ml. 

'  Milwaukee  Electric  Railway  4-  Light  Co.  v.  Railroad  Commis- 
sion of  Wisconsin,  142  N.  W.  Bep.,  491.  (Sustained  by  U.  S.  Su- 
preme Court,  June  14,  1915.) 
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considerable  part  of  the  Commission'*  work  is  taken  up 

l.y  these  informal  matters. 

In  :t  :  M  l»e  stated  that  the  recent  .I.-.-.-i..:., 

in  the  express  cases  have  reduced  rates  upon  these  int. -r 

An.l    linallv.    tli.-    !;iu    pa^-,1    in  of   importance. 

•i  of  any  electric 

lie  Commishi  three 

after  receiving  notice  fixes  the  compensation  to 

the  el. -if!.-  railuav  !  '  !«•  may  pass  to  the  muni 

chase  case  of  an  elec- 


CHAPTER  XII 
ELECTBIC,   GAS   AND   HEATING.  UTILITIES 

The  effective  application  of  tin-  Public  I'tility  Law 
to  the  control  of  rates  and  service  of  gas  and  electric 
companies  took  place  almost  immediately  upon  the  enact- 
ment of  the  law.  It  should  not  be  inferred  that  any  hesi- 
tation was  evinced  by  the  Commission  in  applying  the  terms 
of  the  law  to  the  other  classes  of  utilities.  The  circum- 
stances, however,  were  such  that  the  groundwork  for  regu- 
lating the  gas  and  electric  business  could  be  more  quickly 
laid  and  the  results  were  sooner  apparent. 

A  mandatory  provision  of  the  law  directed  that  tin- 
Commission  should  ascertain  and  fix  suitable  stand  a  n  Is 
for  the  supply  of  service.  This  was  in  accordance  with 
the  general  policy  of  this  legislation  looking  toward  the 
betterment  of  public  service  conditions  as  expressed  by 
the  whole  act.  The  provisions  of  this  feature  of  the  law 
and  its  practical  administration  have  already  been  ex- 
plained.1 Following  the  establishment  of  service  standards 
which  were  formally  issued2  July  24,  1908,  the  service 
department  of  the  Commission  commenced  operations.  The 
state  was  divided  into  districts  and  an  inspector  appointed 
for  each  district  so  created.  This  inspector  makes  periodic 
visits  to  each  utility,  traveling  on  an  unannounced  sched- 
ule. The  inspection  of  gas  and  electric  plants  has  becom. 

1  Ch.  V. 

•7n  re  Standards  for  Gas  and  Electric  Service  in  the  State  of 
Wisconsin,  1908,  2  \V.  I;.  <  .  R.,  632;  these  standards  were  revised 
Aug.  9,  1913,  12  W.  B.  C.  R.,  418. 
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less  burdensome  an  the  utility  operator*  learn  the  effect  of 
good  service  upon  revenues.    The  numlx-r  of  m*pcctkms 
ear  for  each  plant  has  been  reduced  in  late  years. 
Uas  plants  are  seldom    suited  more  than  twice,  while 
of  the  electric  plants  receive  but  one  visit 
I  t  ilitiea  rendering  poor  service  are  watched  with  more  care 
than  those  of  good  record.    The  size  of  the  city  also  deter- 
mines in  part  the  frequence  of  inspections. 

In  order  to  meet  fully  the  demands  of  the  public  as 
well  as  the  law  many  electric  plants  have  been  rehabili- 
tated.    In  «t!..  r  cases  the  period  of  operation  has  been 
lengthened.    This  is  more  particularly  true  of  the  smaller 
ii  classes  C  and  D,  located  in  towns  of  from 
OO  population.    Action  on  the  part  of  the  utilities 
has  sometimes  been  voluntary,  but  more  often 
stimulat. -d  by  a  suggestion  or  order  of  the  Commission. 
rig  those  small*  r  . -ities  where  the  operating  period  has 
been  lengthened  recently  may  be  mentioned  Omro  and 
The  extension  of  the  lines  of  the  large  systems 
•lit-  country  districts  has  resulted   in  more  uniform 
and  cheaper  service.    Gas  plants  have  raised  the  standard 
of  their  product  t<>  tin-  required  mark  wherever  necessary, 
although  it  may  be  said  that  the  first  eal  .••  tests  in 

1908  showed  but  few  cities  in  which  the  gas  produced  was 
below  600  British  thermal  units.  The  greatest  improve- 
ment has  been  in  making  the  pressure  equal  and  uniform. 
In  HO  far  as  heating  standards  of  service  are  concerned, 
no  formal  rules  have  been  issued.  Only  t.  n  cities  of  the 
state  receive  general  heating  service.  The  practices  of  these 
utilities  are  under  the  inspection  and  control  of  the  Com- 


The  provisions  of  the  law  with  n  f.  r,  n.,  to  the  making 
of  rates  for  gas,  electric  and  heating  utilities  are  the  same 
as  those  for  oth.-r  utility  service.  After  the  enactment  of 
the  law  the  utilities  were  instructed  to  file  with  the  Com- 
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mission  all  schedules  effective  April  1.  11M>7,  for  sorvi.-.- 
within  the  state.  The  response  receive  I  from  tin-  utilities 
was  not  satisfactory  and  accordingly  blank  forms  irere 
:  in  Srptemlii -r.  L907,  fur  QM  in  lilinjr  tin-  rates. 
This  procedure  elicited  a  fuller  IT  ply  both  as  regards  the 
number  of  schedules  filed  ami  the  completeness  of  the 
classification  of  rates.  In  IIM'J,  the  rat.  s.  IK dules  effective 
June  1,  1912,  were  compiled  by  the  Commission 's  stat  1st  ieal 
department  and  published  so  that  now  the  rates  of  all 
concerns  supplying  utility  service  may  be  examined  and 
compared  without  delving  into  the  maze  of  original  reeonls. 
The  filing  of  rates  revealed  that  considerable  diversity 
existed  in  the  method  of  charging  for  electric,  gas  and 
heating  service.  The  greatest  variety  is  probably  to  be 
noted  for  electric  service.  Among  the  various  forms  of 
electric  schedules,  the  following  may  be  mentioned  as 
indicative  of  what  is  true  to  a  marked  degree  in  the  case 
of  all  classes  of  utilities: 

1.  Flat  Rates  per  Lamp. — Under  this  schedule  all  the 
customers  in  any  class  pay  the  same  amount  regardless 
of  the   amount  of  current  consumed.     These   companies 
sometimes  endeavor  to  establish   classifications  in  which 
the  period  of  use  is  limited,  one  rate  applying  to  use  of 
lamps  until  10  P.  M.,  another  until  1'J  I'.  .M .,  and  another 
for  all-night  service.    These  limitations  are  difficult  of  en- 
forcement.   The  schedule  usually  leads  to  waste  of  service 
and  inequality  in  the  charges. 

2.  Uniform   or  Straight  Line  Meter  Rate. — All   con- 
sumers pay  the  same  rate  per  kilowatt  hour  under  this 
schedule  regardless  of  the  total  quantity  of  electrical  energy 
consumed. 

3.  Regressive  or  Step  Meter  Rate. — This  schedule  may 
consist  of  a  uniform  rate  per  kilowatt  hour  with  a  "step" 
system  of  discounts  which  results  in  a  regression  of  the 
charge  at  certain  points  of  the  schedule.     In  other  words, 
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M.-II....I  nf  charging  U  found  to  be  faulty  because  at 

certain  p..  mi,  nf  t!..-  schedule  it  is  possible  to  reduce  the 

charge  by  increasing  the  quantity  of  con- 


••  schedule  may  also  consist  of  "step"  rates  without 
the  discounts. 

i    /  »r  Block  Met'  -This  schedule  may 

be  made  of  a  uniform  m.  t.-r  rat.-  \\ith  discounts  applying 
blocks"  of  energy,  or  r  rates  applicable 

Us"  of  energy.  lock"  is  meant  a  prede- 

mrd  number  of  kilowatt  hours  representing  a  portion 
of  the  total  monthly  consumption.     This  method  avoids 
regression   in   the   charges   noted   in   the   preceding 
tale, 
5.  Demand  or  Readine*s-to-Serve  Rate*.— 

(a)  Flat  demand  rate.    The  charge  is  based  upon 
only  the  demand  of  consum.-r;  the  amount  of  energy 
used  is  not  considered.    The  demand  may  be  measured, 
estimated  or  based  on  the  connected  capacity  of  the 
equ 

(b)  Wright  demand  rut  i  rate  consists  of  two 
or  more  charges  applicable  to  "blocks"  of  energy.    In 
this  case,   tin-    "Mocks"    vary    with    a   predetermined 
1«  -ngth  of  use  of  the  maximum  demand.    The  maximum 

maud  may  be  measured,  estimated,  or  nmcnocd  as  a 
rcentage  of  the  connected  load.  The  number  of  kilo- 
watt hours  in  each  block  is  determined  by  multiplying 
the  maximum  demand  by  the  number  of  hours  monthly 
which  has  been  fixed  upon.  The  bill  is  found  by  multi- 
ply t  hours  in  each  "block"  of  energy 

by  the  respective  rates. 

(c)  HopkinxMn    demand    rate.      Two    charges   are 
made:   one  as  for  "a"  is  based  on  the  demand  and 
the  b  based  on  the  amount  of  energy  used. 

(d)  Hopkinson  bio  This  is  similar 


174     RAILROADS  AND  PUBLIC  UTII.ITir.s 

to  "b"  except   that   tin-  rii.T'j-y  charge  may  I 
mined  on  a  block  system  as  in  the  case  of  the  regular 
increment  rate  (4). 

(e)    Three  charge  dein;m<l    ratr.      In   this  system   i»f 
rates  there  is  a  charge  per  consumer  or  meter  ami 
demand  and  energy  charges  as  in  "b"  and  "c"  above. 
Not  only  are  all  of  these  forms  of  schedules  in  use,  but 
a  utility  may  have  several  of  the  schedules  in  force  simul- 
taneously for  different  classes  of  service  or  as  optional 
schedules  for  the  same  service.    This  situation  complicates 
the  matter  of  classifying  and  comparing  rates  and  charges 
and  of  determining  the  effect  of  proposed  amendments  upon 
consumer's  bills.     The  following  comment  on  the  circum- 
stances existent  in  1907  and  1908  is  quoted  from  the  Com- 
mission's annual  report: 

The  rates  filed  by  the  larger  companies  are  generally  based  l 
upon  scientific  considerations,  but  those  of  the  smaller  companies 
partake  of  every  conceivable  form  and  method  of  determination. 
They  vary  from  the  simple  schedule  of  but  two  or  three  lines  to 
the  most  elaborate  classification  of  consumers.  In  a  majority  of 
instances  there  appears  to  have  been  no  particular  system  followed 
in  determining  the  amount  to  be  charged  for  a  given  sen  -in-. 
The  process  of  reasoning,  which  in  some  cities  placed  certain 
classes  of  consumers  upon  meter  rates  or  upon  flat  rates,  seen  is 
to  have  been  exactly  reversed  in  other  cities.  Rates  for  similar 
service  often  vary  several  hundred  per  cent  in  neighboring  cities. 
In  a  number  of  instances  schedules  are  in  force  which  make  some 
concession  in  rates  with  increasing  consumption,  but  the  rates 
have  seldom  been  determined  with  regard  to  the  cost  of  service. 
Too  frequently  the  tendency  is  noticed  to  copy  the  rate  schedule 
of  another  community  with  the  result  that  many  inconsistencies 
in  charges  are  passed  from  city  to  city.  The  majority  .of  sched- 
ules on  file,  in  the  effect  of  their  application,  are  not  calculated 
to  secure  the  greatest  development  of  service  with  the  consequent 
reduction  in  the  unit  costs. 

1  Annual  Report  Wisconsin  Railroad  Commission,  1908,  41. 
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Not  only  were  the  rate  schedule*  incongruous,  but  wide 
diieriiM inatiom  were  practice  -  example,  in  one  vil- 

lage of  1,40<  •  tants,  the  electric  company  granted 

special  rates  to  forty-two  out  of  a  total  of  nin<  t y  nine  con- 
sumers. The  amounts  which  thone  forty- two  favored  con- 
sumers actually  paid,  and  the,  corresponding  schedule 
charge  for  each,  are  diagrammed  in  Pig.  1  below. 


Dl3CPlM*IATON  IN  CHAPOC3 

ro« 

IN  VlLLAOC  OF  1400 


Fio.  1. 

ThaM  graphic  chart*  are  taken  from  the  1908  annual  report  of 
the  Railroad  Commission  of  Wisconsin. 


By  way  of  explaining  the  above  diagram  an  illustration 
.-lak.ii    CmiMi  (6  was  paying  about  $3.40  per 


•For  statistics  on   discriminations  practiced   bj   utilities   before 
publir  .^illation  in  Wisconsin,  »cc  Report  of  Kailroad  Cow- 

mission,  1908,  4. 


•A* 


fetal     Mo 
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according  to  schedule  be  should  have  paid 
about  $7.20.  The  margin  between  the  dotted  and  heavy 
line*  repreaenta  the  <lisrriniinatic.il.  .-.j  .  to  a  re- 

bate of  $3.80.  Equally  striking  illustrations  <>f  •ii*crimina- 
tions,  due  to  eomp. -titm-  « ,,n  htioroi,  were  practin-ii  in 
an..t  of  30,000  inhabitanU.  Out  of  2,390  con- 

sumers discriminatory  rates  were  granted  to  121,  v. 

inted  to  an  average  monthly  rebate  of  $1,942.    In  Fig. 
2  are  shown  in  graphic  form  the  121  cases  above  referred 
inch  in. ! mil •  eight  cases  where  consumers  were  actually 
rged  more  than  the  schedule  rates  in  effect. 

••nuirh  the  system  of  state  regulation  practically  all 

us  have  disappeared.     In  the  making  of  new 

rates  for  these  utilities  the  Wright  demand  rate  seems  to 

have  in--!  with  the  most  favor  of  the  Commission  for  elec- 

and  the  Hopkinson  demand  rate  for 

power  service.     Recently,  however,  modifications  of  the 

Hopkinson  schedule  have  been  instituted  by  the  Comrais- 

M»n  through  the  establishment  of  maximum  lighting  rates 

on  the  one  hand  and  minimum  charges  on  the  other. 

For  gas  service  the  Commission  has  generally  adopted  a 
4 '  block ' '  system  of  rates.    No  important  changes  have  been 
made  in  the  rates  which  have  been  in  force  for  heating 
•••:   but   calculations   \\hich   the  Commission  has  set 
in  some  cases  in  which   h«ating  service  waa  dealt 
with  incidentally,  in-li.-at.-  that  some  form  of  demand  rate 
may  t*v. -ntually  mcrt  with  the  Commission's  approval. 
Although  a  single  form  of  rate  schedule  for  ele< 
<-e  has  not  always  been  i  to  by  the  Wisconsin 

"<>ad    Commission,   n*-vi-rth« -less   certain   fundamental 
s  have  been  followed  and  underlie  the  rates  even 
P.  , Mji.tr  ci iv u instances  in  the  case  require  some  de- 
ire  from  the  form  of  schedule  which  the  Commission 
ire  to  i>'  The  method  pursued  by  the  Commis- 

sion in  .1. -t.-r mining  rates  for  an  electric  utility  was  fully 
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described  by  Commissioner  Erickson  in  an  address  on 
'Making  Rates  f«>r  KNrtrical  Plants,"  delivered  lu-fmv 
the  Ohio  Electrical  Convention  at  Cedar  Point,  Ohio.  .July 
17,  1914.  The  following  is  quoted  from  the  Commission- 
er's address: 

To  make  a  rate  schedule  thai  is  just,  not  only  as  between  the 
different  departments  in  the  service,  but  between  the  individual 
customers  in  each  department,  is  no  easier  than  it  is  to  determine 
MUC  to  which  the  utility  is  entitled.  It  means  a 
close  investigation,  not  only  of  all  expense  items  and  other  oper- 
ating data,  but  of  the  conditions  under  which  the  plant  is  ope* 
ating,  and  the  nature  of  the  electricity  business  in  its  various 
phases.  In  other  words,  it  means  that  the  various  expense  items 
must  be  classified  under  demand  and  output  costs,1  the  factors  to 
which,  in  a  general  way,  the  responsibility  for  the  expenses  can 
be  traced.  It  means  further  that  the  demand  and  output 
must,  in  turn,  be  apportioned  between  the  different  departments 
of  the  service,  and  that  methods  must  be  developed  under  which 
these  costs  for  each  department  can  be  fairly  distributed  among 
its  customers  and  under  which  such  costs  per  unit  may  be  com- 
puted as  are  needed  in  determining  upon  proper  rate  schedules. 

The  main  reasons  for  the  necessity  of  thus  apportioning  the 
total  cost  between  demand  and  output  expense  is  found  in  the 
difference  that  exists  in  the  nature  of  these  two  classes  of  < 
The  demand  costs,  for  instance,  depend  very  largely  upon  the 
maximum  demand  on  the  station  at  the  time  of  the  peak  load. 
They  are  independent  of  the  output,  or  of  the  amount  of  current 
generated.  The  output  costs,  on  the  other  hand,  depend  largely 
upon  the  amount  of  current  generated  or  sold,  and  vary  there- 
with. They  are  independent  of  the  demand  on  the  station.  E 

1  Leading  cases  in  the  apportionment  of  electric  expenses:     In  re 
Application  Stoughton  Municipal  El.   Lt.   System,   1909,   3   \V.    K. 
C.  B.,  490;  In  re  Menominee  f  Marinette  Lt.  4-  Tr.  Co.,  1909,  ::  \\ 
B.  C.  B.,  831.    Gas  Utility  Apportionments:     State  Journal  Pr 
Co.  ei  al.  v.  Madison  Gas  f  Electric  Co.,  1910,  4  W.  R.  C.  B. 
737;  City  of  Sacine  v.  Racine  Gas  Light  Co.,  1911,  6  W.  R.  C.  R., 
141;  City  of  Beloit  v.  Beloit  Water,  Gas  f  Electric  Co.,  1911,  7  W. 
B.  C.  B.,  187. 
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th«-  ,i,-!i,a!, .1  mil  «l.-i"'-'l  ":'  l!-'-  maximum  demand,  tbej  sboald 
also  be  distributed  on  the  demand.  Likewise,  since  the  output 
expenses  depend  on  the  output  of  current,  they  should  be  dis- 
tributed u|NMi 

-  effect  of  these  rulee  may  be  illustrated.  For  a  plant 
having  a  total  yearly  demand  eo*t  of,  say,  $1M,000,  and  a  maxi- 
mum demand  at  the  time  of  the  peak  load  of,  say,  3,850  kilowatt*, 
the  yearly  demand  coat  per  kilowatt  would  be  $40.  Thia  eoat 
would  remain  about  the  same  whether  the  plant  was  in  operation 
one  hour  daily,  and  thus  turned  out  one  kilowatt  hour  per  day 
for  i  demanded,  or  whether  it  wai  in  operation  five 

hour-  i  and  turned  out  five  kilowatt  noun  of  current 

daily  for  each  kilowatt  demanded  In  other  words,  the  demand 
or  capacity  eoat  per  kilowatt  is  about  the  same  when  the  fixtures 
are  used  one  1  day  as  when  they  are  used  five  or  more 

.  but  when  th«  demand  cost  per  kilowatt  is  distribu- 
ted over  the  hours  of  the  daily  use  of  the  fixtures  or  installation 
the  situation  is  different.     In  this  case  the  demand  eoat  per 
.>i  kilou  «•  above  figures,  would  be  eleven 

cents  for  the  one-hour  users,  while  for  the  five-hour  users  it  would 
amount  to  only  about  2.20  cents. 

These  variations  in  the  demand  cost,  with  variations  in  the 

>  of  daily  use  of  the  fixtures  or  plant,  also  greatly  affect  the 

total  unit  cost;  that  U,  the  unit  cost  when  it  includes  both  the 

demand  and  the  output  expense,  ance,  if  the  above  plant 

had  an  output  cost  of  $62,000  per  year  and  sells  about  3,900,000 

of  current,  the  output  cost  per  kilowatt  hour  sold 

will  bo  about  1.60  cents  per  kilowatt  hour.    This  cost,  as  stated, 

remains  about  the  same  per  kilowatt  hour,  regardless  of  the  time 

\Vh.-n  this  output  is  added  to  the  demand  costs  it 

is  found  that  the  total  cost  per  kilowatt  hour  is  about  12.6  cents 

tor  those  who  use  their  fixtures  one  hour  per  day  and  about  3.8 

cents  for  those  who  use  their  fixtures  or  current  five  hours  daily. 

'•  figures  thus  given  are  not  absolute,  but  they  are  nearly 

enough  so,  to  show  the  importance  of  the  demand  factor  in  rate- 

niaki:  <»f  the  demand  upon  the  costs  is  such 

that  it  would  seem  that  few  rate  schedules  can  very  well  be 

.ible  in  which  this  has  not  been  taken  into 
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This  is  also  likely  to  remain  true  until  some  means  have  been 
discovered  by  which  current  can  be  successfully  and  cheaply 
Stored,  SO  that  the  peak  demand  can  In-  sup  plied  from  that  source, 
and  the  capacity  atxl  investment  of  the  plant  can  be  adjusted  to 
the  average  load  rather  than  to  the  peak  load. 

The  necessity  for  apportioning  the  total  demand  cost  between 
the  departments  arises  from  the  fact  that  some  depart  incuts  are 

TABLE  SHOWING  COST  PER  UNIT  DECREASES  WITH  THE  INCREASING 
USB  or  ELECTRIC  SERVICE 


Number  of  hours  during  which 
the  consumer's  load  is  used 

Demand 

Output 
cost  :it 

Total 

•  Lilly    or    the    number    of  ' 
kilowatt  hours  used  daily 

cost  per 
kilowatt 

1.6  cts. 
per 

Total 

cost. 

cost  per 
kilowatt 

per  kilowatt  of  active 

per  day 

kilowatt 

hour 

load 

hour 

cts. 

cts. 

cts. 

cts. 

i 

11.0 

1  (i 

12  6 

12  C>0 

11.0 

3.2 

14.2 

7    10 

11.0 

4.8 

15.8 

5.27 

}    

11.0 

6.4 

17.4 

4.35 

5 

11.0 

8.0 

19.0 

:*  so 

11.0 

9.6 

20  (i 

3.43 

7 

11  0 

11  2 

22  2 

3  17 



11.0 

12.8 

23.8 

2.06 

9  

11.0 

14.4 

25.4 

2.88 



11.0 

16.0 

27.0 

2.70 

11  0 

24  0 

35  0 

2  33 



11.0 

32.0 

43.0 

2.15 

11.0 

38.4 

49.4 

2.06 

responsible  for  greater  demand  charges  than  others,  and  that, 
within  certain  limits  at  least,  it  is  proper  that  these  differences 
should  be  recognized  in  the  rates.  Incandescent  li.irhtini:.  f«»r  in- 
stance, is  a  peak  load,  short-hour  business,  with  a  hi-jh  demand 
and  consequently  hii;h  demand  cost.  Power,  on  the  other  hand, 
may  be  largely  an  off-peak  long-hour  business,  with  a  relatively 
low  demand  and  therefore  low  demand  cost.  Not  io  consider 
such  differences  of  costs  in  rate-making  would  seem  unfair,  as 
well  as  poor  business  policy. 

Some  departments  also  have  a  relatively  lower  output  cost 
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:T,-r*nc«  in  the  length  and 

costs  of  the  (i  11  systems  and  of  a  few  other  item*  thai 

belong  to  apeefte  department*    While  theae  difference  in  the 
i<>t  be  great,  they  often  amount  to  enough  ao 
at  to  r«*i  led  eeparationa  of  the  <«t  aa  between 

the  •  nla. 

In  apportioning  the  cost,  aa  between  demand  and  output  ex- 
penses, thoae  itema  which  come  directly  in  one  elaaa  or  the  other 
are  placed  where  they  belong.  Tboae  itema,  on  the  other  hand, 

i«ses,  are  more  difficult 

to  deal  with.  *  must  be  apportioned  partly  in  propor- 

tion to  i!.,-  ,i;i,-,-!  itnns  upon  whirh  tlicy  may  depend  and  partly 
on  the  op.-ratin-  in  h  they  bear  the  cloaeat  relations.  .  .  . 

aa  stated,  be  n,  «1  among  the  different  departments  of  the 

e.     These  departments  usually  consist  of  the  incandescent 

nig,  street  li^htiui:  and  power.    Owing  to  variations  in  the 

dema'  us  between  different  classes  of  consumers 

in  tlu»  incandexTnt   department,  it  is  also  aa  a  rule  necessary 

department  among  these  Haaaea.  This 
is  uMially  effected  through  adjustments  of  the 

I    load.     . 

The  term  "active  connected  load"  would  seem  to  require  ex- 
planation. By  n  is  usually  meant  such  proportion  of  the 
connected  load  for  each  department,  class,  and  individual  cus- 
tomer, aa  has,  in  each  case,  been  found  proper  upon  investigation. 
The  active  load,  when  carefully  determined  and  applied,  would 
seem  to  be  as  equitable,  co;  and  practicable  a  basis  for 
apportionments  and  charges  as  any  method  that  can  be  used  for 
this  purpose,  One  reason  why  it  meets  the  requirements  is,  that 
in  any  given  city  there  is  considerable  unii  the  use  which 
given  classes  of  customers  make  of  thrir  inMalhui.ms.  That  thia 
is  actually  the  case  has  been  established  by  extensive  and  careful 
uerouH  customers9  records,  demand  meters  and 
other  facts.  Thus  it  has  been  found  that  for  several  cities,  which 
resemble  each  other  in  size,  kind  of  users,  and  type  generally, 
the  proportion  of  active  to  connected  load  varies  from  forty  to 
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stores  of  various  kinds  and  between  other  limits  for  other  classes. 
Consumers  who  make  about  the  same  use  of  their  fixtures  can 
also,  as  a  rule,  be  safely  placed  in  the  same  class  with  respect 
to  their  active  load.  This  conclusion  is  based  upon  consider^ in- 
experience in  the  matin.  The  check  that  is  afforded  in  this  re- 
spect by  the  ordinary  wattmeter  is  also  a  factor.  .  .  . 

When  the  unit  costs  for  each  department  of  the  service.  :m<l 
the  active  load  for  each  class  of  customers  in  each  of  ilu-r  «!«•- 
fiits.  have  been  dct» Tmincd,  when  rate  schedules  have  been 
made  up  therefrom,  then  it  becomes  necessary  to  also  find  some 
method  for  computing  the  monthly  hills  of  the  customers  under 
which  both  the  demand  and  the  output  costs  are  fairly  distributed. 
There  are,  of  course,  more  ways  than  one  in  which  this  can  he 
done.  Under  the  method  of  rate-making  here  outlined,  however, 
the  best  way  is  to  compute  it  on  the  basis  of  the  hours  of  use  of 
the  active  load,  as  fixed  in  the  rate  schedule  for  the  various 
classes. 

The  method  of  rate-making  that  has  been  outlined  herein, 
differs  from  the  so-called  "readiness-to-serve"  method  mostly  in 
the  way  the  demand  costs  are  treated.  Under  the  latter  method, 
the  total  demand  cost  is  determined  in  about  the  same  manner 
as  that  described  herein,  but  the  rate  schedules  are  mostly  made 
up  of  a  so-called  service  charge  covering  all,  or  a  part  of  the  de- 
mand cost,  and  of  a  meter  charge  covering  the  balance  of  the 
expenses.  This  method  would  seem  to  be  even  more  logical,  as 
well  as  more  convenient,  than  the  method  here  described,  but  its 
adoption  is  often  impracticable  because  of  objections  to  it  by 
many  incandescent  customers,  who  seem  to  think  that  the  service 
charge  represents  something  else  than  a  part  of  the  necessary  cost 
of  the  service. 

When  it  comes  to  the  power  service,  however,  these  objec- 
tions to  the  "readiness  to  serve"  method  do  not  seem  to  exist,  and 
to  this  service,  therefore,  this  method  may  be  applied.  .  .  . 

1 'roper  treatment  of  the  demand  factor  and  for  the  costs  for 
which  it  is  responsible  is  also  of  the  greatest  importance,  because 
of  its  effect  upon  the  development  of  the  business  of  the  plant. 
Experience  has  demonstrated  that  rate  schedules,  based  on  cost 
curves,  have,  with  very  few  exceptions,  proved  to  be  the  best 
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possible  buaineaa  developer*.    They  not  only  attract  new 

encourage  additional  UMB  for  extating  installations. 
They  do  this  because  they  art  adjusted  to  the  aituation  in  this 
field,  and  beeaose  they  reeognixe  the  faet  that  aueh  additional 
use  of  the  flxturea  ia  not  accompanied  by  material  inereasea  in  the 
demand  eoata.  Any  method  of  which  all  ihia  ean  be  aaid  ia  of  aa 
great  a  value  in  the  utility  field  aa  in  the  industrial  field  gener- 

The  table  on  page  180  shows  that  the  decreasing  cost 

••  is  applicable  to  the  entire  business  of 

dlSCUSSed.  hut  in  OP: 

illustrate  how  tlu>  Commission  arrives  at  a  rate  for  light- 
ing service  we  may  assume  that  this  table  applies  only  to 
<>n  of  the  business.    It  will  be  noticed  that 
for  on<   !  ily  use  of  the  load  the  cost  is  12.6  cents 

per  kilowatt  hour,   from  \\hich  it   runs  down  to  about  '2 
kilnuatt  hour.  v.  load  is  in  use  twenty-four 

•us  combinations  of  charges  on  the  Wright 
demand  system  of  rates  could  be  selected  but  judgment 
must  be  exercised  regarding  what  steps  will   conform 
most  closely  to  the  variation  in  the  cost  while  giving  con- 
ation to  the  reasonable  maximum  charge  and  to  the 
•its  growing  from  development  of  the  business.     In 
;  ;u  ti<  ular  case  the  investigator  may  conclude  that  the 
rate  should  be  12  cents  for  the  first  hour's  daily  use,  or 
the  first  30  hours'  monthly  use  of  the  active  load;  6  cents 
»)()  hours'  use  of  the  active  load  and  2  cents 
1  •  urn  nt  consumed  in  excess  of  90  hours'  use  of  the 
'•  load.     The  following  table  shows  the  variation  in 
the  average  charge  to  any  consumer  when  using  current 
under  this  ached  ul. 

The  customer's  bill  would  be  computed  in  the  following 
mani  .   total  rated  capacity  of  the  load  of  tin*  cus- 

tomer's lamps  would  be  ascertained  and  recorded  on  the 
books  of  the  company.    The  active  load  would  be  deter- 
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Hours'  use  of  active  load  daily 

Avcr.-iumlr 

nour 

I.. 

12  0 

I 

9.0 

so 

li  ."> 

")  li 

| 

:>  o 

. 

4.6 

1   '2 

mined  by  calculation.  Let  US  assume  that  in  the  classifica- 
tion of  consumers  the  rate-maker  has  concluded  that  for 
rendenoei  ('(l  P«T  cent  of  the  first  500  watts  connected  for 
lijrhtinj:  purposes  shall  be  deemed  active  and  everything 
in  excess  of  500  watts,  33%  per  cent  active.  Then  tin- 
active  load  for  a  residence  with  a  total  of  1,100  watts  con- 
nected would  be  700  watts.  Thirty  hours*  use  of  the  active 
load  is  21  kilowatt  hours,  and  this  customer  would  have 
to  pay  the  highest,  or  primary  rate,  for  all  current  up  to 
and  including  21  hours.  Sixty  hours'  use  of  the  active 
load  is  equivalent  to  42  kilowatt  hours.  The  consumer 
would  have  to  pay  the  secondary  rate,  or  six  cents  for 
current  consumed  between  21  and  63  hours.  All  use  above 
63  kilowatt  hours  would  be  charp-d  for  at  the 
2-cent  rate.  Suppose  the  consumer  with  an  active  load  of 
700  watts  used  100  kilowatt  hours  per  month.  The  bill 
would  then  be  as  follows: 

•Jl  kilowatt  hours  at  12  cts 

42  kilowatt  hours  at  6  cts 

37  kilowatt  hours  at  2  cts 


Total $5.78 

The  effect  of  the  Wright  demand  rate  is  to  cause  the 
customer's  average  rate  to  vary  according  to  the  relation 
of  the  current  consumed  and  the  active  load. 


lll.l  ftl(      Q  kfl   AM)   111   VI  INC    i    III  MIES  185 

MARINO   OF  OAS    RATES 

in  the  gas  business,  Kimilar  elements  of  cost  are  to  be 

rate-maker  doea  not  have  at  hi*  disposal  any 

of  ascertaining  and  clarifying  consumer '* 

demandii.     Kortu-  t  of  demand 

does  »ng  an  influence  on  the  coat  of  pro- 

«lu.  t  ion  in  tin*  r-  ss  as  in  most  of  the  other  rliasca 

of  utility  service  because  the  employment  of  large  gas- 

akes  it  pnx.sil.1,.  to  atore  gas  against  the  < 

p.-ak    demands  <>f  th,.   rnnsiimers       Hut    rfoOfl    many   of   the 

uses  are    found    to  bear  some  close   relation   t<> 
numlH-r  of  consumers,  a  uniform  rat-  >r  gas  service 

doea  not  app-  ••»  an  equitaM*-  .h-tnl.ution  ol 

DM  l>ur.l.  n      It  -/to  note  how  the  tables 

creasing  cost  and  the  block  schedules  are  derived  by 
tin-  Commission. 

We  shall  take  for  an  example  a  gas  plant  whose  total 
annual  sales  are  60,000,000  cubic  feet  of  gas,  and  number 

istomers  served,  3,000.  Tin  annual  expense  of  carry- 
ing on  t  mess  of  this  plant,  ind tiding  the  fixed 
charges  as  well  as  current  operui  >cnsest  amount  to 
$60,000,  of  wind  $15,000,  is  found  to  bear 
a  close  rHatinn  to  th.  number  of  customers  supplied,  while 

remaining  75   per   cut.   or  $45,000,   is  more  closely 
actual  volume  of  business.    This  is  a  typical 
ease  as  applied  to  the  gas  industry. 

Die  number  of  l»i!  ust  be  rendered  annually  at 

•ate  of  one  each  month  for  each  customer  is  36,000; 

since  the  consumer  expense  is  very  largely  an  expense 
that  all  consumers  are  responsible  for  and  should  bear 
equally,  according  to  the  cost  of  service  theory,  the  number 
of  bills  or  "consumer  months"  may  be  divided  into  the 
expense  to  ascert  nthly  amount  that  each  con- 

should  bear  even  when  no  gas  has  been  used.     In 
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HUM'  it  is  found  that  tin-  nuisinm-r  rxpnisr  amounts 
to  approximately  41*  CM-HI  iiMinirr  pi-r  month.     Tin- 

hnlanrr  of  the  expense,  which  may  be  termed  the  "output  " 
cost,  is  $45,000  and  is  equivalent  to  75  cents  per  1,000  cubic 
feet  of  gas  sold.  This  is  what  each  consumer  should  pay 
for  each  1,000  cubic  feet  in  addition  to  the  consumer  ex- 
pense. Consequently,  if  a  consumer  uses  1,000  cubic  feet 
of  gas  in  one  month,  the  total  cost  of  that  gas  will  be 
$1.17.  If,  however,  2,000  cubic  feet  of  gas  be  used,  the 
vill  he  still  further  increased  by  75  cents,  mnl\in«r  tin- 
total  bill  $1.92,  or  a  cost  per  1,000  cubic  feet  of  96  cents. 
This  decreasing  cost  may  be  more  clearly  illustrated  In- 
putting the  figures  in  tabular  form. 

TABLE  OP  DECREASING  COST  OF  GAS 


Cubic  feet  per  month 

Consumer 

cost 

Output  cost 

Total  coat 

Total  coat* 
per  1,000 
riihin  feet 

1  »KM) 

$0  42 

$0  75 

$1  17 

$1  170 

2.000 

42 

1  50 

1  92 

060 

£000 

42 

2  25 

2  67 

BOO 

4,000 

42 

3  00 

3  42 

S.r)() 

5,000 

42 

3  75 

4  17 

s:i  i 

10,000 

42 

7  50 

7  92 

792 

25,000.    . 

42 

18  75 

19  17 

766 

50,000 

42 

37  50 

37  92 

758 

The  block  schedule  of  rates  may  now  be  fixed  upon,  and 
the  resultant  charges  may  be  made  to  conform  to  a  reason- 
able degree  with  the  variation  of  cost  shown  by  the  follow- 
ing table.  As  in  the  case  of  electric  business,  the  rate 
schedule  to  be  adopted  will  be  influenced  by  many  circum- 
stances, but  the  cost  analysis  is  the  framework  upon  which 
the  schedule  may  be  constructed.  In  the  case  of  the  par- 
ticular circumstances  set  forth  here  it  appears  that  the  rate 
should  be  as  follows: 
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!  !     ' 

4,000 

• 


feet  per  nooU>,  $1  10  prr  1,000  mbfe  feet 
feel  per  month,  1  »K)  par  1,000  cubic  feat 
feet  per  month,  .76  per  1,000 

it-i  |NT  month,         7n  J-T 


The  effect  of  this  ached ule  upon  the  average 
the  consume™  is  shown  by  the  following  table: 

<;\.H  KATK  Cruvr. 


•^  i  nnn 

1  .M 

2,000... 
4,000.  .  . 
5,000  ' 

8,000 

$1   10 

1  ir, 

1    ICi 

I  frj 
1  (rj 
071 

.MO 

HD 

9,000.  .  . 

000 

s7.r, 

12,000  

M 

M 

50,000.  .  . 

M 

One  of  the  conditions  necessary  for  the  determination 

of  equitable  rates  was  furnished  by  the  legislature  when 

it  pm\i,|ed  by  law  that  all  utilities  should  report  annually 

«•  Commission  the  details  of  their  business.    In  1908 

were  230  electric,  52  gas  and  13  heating  utilities. 

r  the  jurisdiction  of  the  Commission,  the  number 

increase*1.  52  gas  and  14  heating  utilities  in 

Vear  by  year  the  reports  of  these  utilities  have  been 

studied  and  analyzed  v venues,  expenses,  investment 

and  other  operating  data  have  been  reduced  to  units  and 

sorted  into  groups.     The  information  has  become  public 
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information  throu-rh  the  Commission's  publications.  Any- 
one may  now  ascertain  the  circumstances  surrounding  tin- 
operation  of  any  utility  in  the  state  and  its  relative  stand- 
ing with  other  similar  com-mis  by  examination  of  the 
statistical  standards  determined  annually  by  the  Commis- 
sion. The  framers  of  the  law  early  foresaw  the  neces- 
sity of  a  uniform  classification  of  accounts,  for  of  little 
value  to  the  public  or  the  regulative  body  would  be  all 
the  Statistical  comparisons,  if  no  uniformity  existed  in 
the  classification  of  earnings  and  expenses.  As  it  is,  how- 
ever, the  statistical  data  serve  an  important  part  in  fixing 
rates. 

Close  investigation  must  usually  be  made  into  the  opera- 
tion of  each  utility  whose  rates  are  before  the  Commission 
for  consideration,  for  public  utilities,  like  individuals,  have 
their  peculiar  environments  and  life  history  which  must 
be  considered  in  the  proper  diagnosis  of  the  case.  But 
comparisons  which  established  standards  of  revenue,  ex- 
pense, volume  of  business  and  similar  data,  often  reveal  at 
a  glance  abnormal  conditions  which  otherwise  might  re- 
quire weeks  of  careful  study  to  discover.  Some  conception 
of  this  may  be  learned  from  statistical  comparisons  of  the 
electric  and  gas  business,  illustrated  by  figures  taken  from 
the  Commission's  annual  reports.  The  following  table  is  a 
summary  of  some  of  the  data  for  Class  A  electric  utilities, 
numbering  about  27.  The  minimum  and  maximum  figures 
show  the  wide  range  for  different  utilities  operating  prob- 
ably under  different  conditions;  the  average  or  median 
figures  indicate  the  normal  amount. 

Let  us  see  how  statistical  comparisons  have  been  applied 
in  some  actual  rate  cases.  In  1912,  the  rates  of  a  certain 
Class  A  gas  plant  were  before  the  Commission  for  investiga- 
tion upon  complaint  of  the  city  in  which  it  is  located.  The 
comparison  of  expenses  which  had  been  made  by  the  Com- 
mission for  the  preceding  year  showed  that  the  total  direct 
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kg  Mb 


Maximum 


eU. 

<»  7;; 

s  is 


eU. 

ii   Hi 

t  i:, 

1  s:, 


cU. 

<»  ..*, 

1    1! 

I    U 


Ml    1 

:;j  (i 
•j.-i  •• 


Md  ::.'•  r.  -t 


Macs,  leas  earnings  from  residual  products,  were  80.6 
cents  per  1,000  cubic  feet  of  gas  sold.  \vhil<  the  normal 
figures  f <  £as  companies  of  the  same  class  were  68.5 

1,000  cubic  feet.  The  discovery  of  this  difference 
in  the  cost  of  carrying  on  the  business  led  at  once  to  a 
more  complete  comparison  of  the  statistical  units  and  it 
waa  found  further  that  the  yield  of  gas  prr  pound  of  coal 
carbonized  was  considerably  less  than  inal  amount . 

the  amount  of  lost  and  unaccounted  for  gas  was  mu.-h 
than  usual  and  that  maintenance,  especially  of  th<- 
•  iistrihution  system,  considerably  exceeded  the  average  cost. 
These  matters  were  taken  up  with  tin-  company's  manager, 
who  explained  that  his  company,  which  had  recently  ac- 
quired the  gas  property,  had  foun<l  th<>  equipment  in  a 

I  own  condition.  The  gas  retorts  in  which  the  coal 
was  heated  to  drive  off  the  gas  in  the  coal  were  in  need 
of  repairs.  On  this  account  an  appreciable  amount  of  gas 
was  lost  without  even  being  measured  1>\  th,-  station  meter, 
so  that  the  amount  of  gas  delivered  to  the  holders  waa 

ll\  less  per  pound  of  coal  used  than  most  companies 
wore  able  to  show. 
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ELECTRIC  UTILITO*— CLASS  A,  CURRENT  UNACCOUNTED  FOR,  fail 
IVG  JUNE  30,  l''i  I 


Local  ion 

Name  of  company* 

Total 
kilowatt 

1)0 

made  ami 
purchased 

Totd 

kilowatt 
lioilTS 

!  and 
used 

kil<»- 

\\att 
hours 

loss 

Pit 

rent 
loss 

A,,|plou,n... 

\v.T  I.  II.4P.Co. 

!',  \\   . 

c.\  .1;  1.  Ai-c,, 
i:.\\  i;  *p.co... 
G.&E.CO  

2,349,619 
1,78 

2,964.777 
3,620,530 

6,188,577 
2,410,656 
1,30- 
894,  r,  10 
4,816,390 

7,218,800 

ls,«Mx.44ti 
933,482 

r>.oxi>,'jx:; 

30,176,888 

4,563,318 
1,493,061 

•J.S()7/.Mi() 
11,158,000 
1,202,531 

1,927,828 
1,52 
2,802 

2,910,161 

.r>,2.f)7,.r>6.5 
1^72,227 

869,128 
4,171,910 

2.281 

if..  :(.t:  ;,»;:,! 
:..M.sii-, 
4,661,813 
'7,213 

3,572,277 
1,336,053 

2,189,044 

K),4r,7,(i7li 
939,339 

•jr.i.u-is 

17  s-j 

1  1  06 

1 

Fon.l  ilu  Lac 

Green  Bay  .  . 

Hay.. 

Janeevillr.  .  . 
Kenosha.  .  .. 
Konosha.  ..  . 
LaCroese... 

La  Crowe... 

Madison  

M:mitowoc  . 
Milwaukee. 
Milwaukee.. 

Milwaukee.. 
Milwaukee.. 
Oshkosh  . 

:{r,r,.r>'ji 

7l<i,:;.,'.. 

931,012 

644,480 
1,480,800 

'IS 

991,041 
157,008 

4!K),<)4-, 

iiis,«ini 

liJM),32S 

208,1112 

19.62 

1  1  n<) 
•J'J   !'.» 

27  01 

ia  so 

20.26 

Ki  '.»! 
s   LT, 

21.24 

•Jl    7'J 
in  51 
14.41 
2201 
6.19 
21.89 

Hv.IroEl.  Co.... 
J.E.Co  

G.&EI.CO  

BLBy.Co  

G.&EI.CO  

W.Power  Co  .... 

S.Wia.P.Co  

M.E.L.CO  

Com.Pr.Co.  . 

T.M.E.R.&L.CO. 
M.I..H.&T.CO.. 

Wells  Pr  .Co. 

O.G.L.Co.... 

Superior  
Superior  
Watertown  . 

W.L.&P.CO  

North  Pr.Co 

W.G.&E.Co.. 

Minimur 
Maxirnu 
Average 
Median 

n  
m  

894,510 
lV.»4s,4Hi 
6,952.n:,s 
2,964,777 

551,846 

t<i,f,'.i:i.r,;,.! 
r,.()c,!M!»-j 
2,802,743 

25,382 

;,i7'.).r,7.-i 
«j:{o.i>'.»s 
514,687 

4.89 
40.91 

1S.W 

Is   72 

The  distribution  system  was  in  a  very  poor  and  leaky 
coalition  because  the  system  had  not  been  carefully  main- 
tained in  the  earlier  days.  According  to  the  facts  related 
by  the  manager,  the  drip  pots,  which  are  devices  u-'l 
in  the  distribution  system  to  catch  the  coinlnisatinn. 
been  made  of  kegs  or  small  barrels,  and  because  of  the  poor 
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BOOM  ramitmf  mm  men  noBfij  ";is 

freely  at  many  placet. 

••  new  owner*  to  n-hahilitato  the 

system  eonsid.-ral.u   innvas.-.l  tin*  expenditures  for  main- 
tenance during  the  period  immediat*  r  to  the  tim- 
vestigati<  n      It  was  also  fo.m.l  I  -  concern 
maintained  no  depreciation  reserve  but  charged  all  renewals 
peases  as  a  cost  •            v  nance.    The  manager  agreed 

net   \\ith  a   n  pr.-s,  ntati\«-  «>:  tniwion 

-:  rates  for  his  company  it  would  be  fair 
proper  to  take  into  <••  t  tbe  U 

of  (pis  from  eaeh  pound  of  coal  could  and  would  be  in- 
creased, that  tin-  amount  lost  in  distributing  to  the  con- 
suni'  1  be  reduced,  that  maintenance  of  the  system 

\\ollhl    !»«•    U«8S    Win  II    !  llltatloll    lia«l    IM-.-II    riiinpleted, 

ami  •  cost  of  repui's  would  be  reduced  if  renewals 

taken  care  of  by  a  •!<•;  u  reserve.     'I 

i'tirisons,  ti..    investigator  had  been  able  to  place  his 
•Mr  vital  rausrs  of  tlu-  unusually  high  expenses 
wit!  ing  S.TII  the  gas  plant. 

comparative  data  may  be  illus- 
«)  l»y  th«-  fa  .irht  out  during  the  investiga- 

of  rates  of  another  gas  company  concerning  which 
wing  statement  was  made  by  the  Commission: 

The  mileage  of  mains  (of  this  company)  is  about  25  per  cent 
less  per  1,000  population  than  for  other  Class  A  gas  utilities  in 

expected,  we  fiml  that  tlu-  muni. 

consumers  is  correspondingly  several  per 

Hut   fur  parison  reveals  that  the  number 

of  consumers  per  mile  of  main  is  from  18  to  20  per  cent  greater 

than  for  Class  A  utilities  mul  that  the  cost  of  reproduction  per 

I  per  cent  more  than  the  average  or  normal  amount 

elsewhere.    These  factors  indicate  plainly  that  the  respondent's 

-tern  is,  generally  speaking,  limiutl  to  tlu>  tli- 
where  the  desire  for  MM  -n  is  greatest,  and  that  the 
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tributary   niul   lev  eoetly    portion    of    tin-    system    luis    \\>»\    lie. n 
greal  led. 

The  failure  of  the  company's  mana^vinrnt  to  take  full 
advantage  of  tin-  husiin-ss  opportunities  made  tin-  iim-M 
men!  unusually  hijrh  in  proportion  to  th<>  volume  of  busi- 
ness and  for  this  reason  it  appeared  proper  to  the  Com- 
mission  to  allow  a  lower  rate  of  return  on  tin-  invrstmnit 
than  usual  until  the  development  of  the  business  should 
become  more  normal. 

By  continually  auditing  and  comparing  the  statistics 
of  the  plants,  profits  in  excess  of  a  reasonable  return  are 
also  disclosed.  For  example,  in  the  case  of  the  Madison 
Gas  and  Electric  Company  there  have  been  two  orders 
made  reducing  electric  rates  since  the  original  investigation 
in  l!»iu.  Moth  of  the  latter  orders  were  made  upon  the 
Commission's  own  motion  as  soon  as  the  profits  had  ex- 
ceeded a  certain  ratio.  The  annual  saving  to  the  Madison 
public  as  the  result  of  these  orders  is  approximately 
$40,000. 

In  fourteen  gas  and  thirteen  electric  plants  orders  have 
been  entered  reducing  rates  and  in  eight  cases  substantial 
increases  asked  for  by  gas  and  electric  concerns  have  been 
refused.  Had  there  been  no  Commission  to  interfere  these 
increases  would  have  been  made  by  the  companies.  Com- 
puting the  1913  gas  and  electric  sales  in  the  plants  where 
reductions  were  ordered  on  the  basis  of  the  old  rates  and 
then  comparing  the  totals  with  the  results  obtained  under 
the  rates  fixed  or  recommended  by  the  Commission,  the 
annual  public  savings  exceed  $140,000  for  electricity  and 
over  $300,000  for  gas.  These  totals  do  not  take  jnto  con- 
sideration the  savings  due  to  increasing  the  standards  of 
the  products  furnished. 


CH  HI 

TELEPHONE    UTILITIES 

The  work  <>f  the  Commission  in  HO  far  as  it  relates  to 

'.nil*  was  begun  \\itli  the  enactment  of  the 

Pul.lir  Ctilitv  U«    in  1907,  wl.i.-h  delegates  to  the  Com- 

mlaaioii  th.-  power  to  "supervise  and  regulate  every  pnhli<- 

utility   in  this  state  and  to  do  all  things  necessary  and 

ni.-nt  in  th.  r\rrcise  of  such  power  an<l  jiiris.li.tion." 

law  furth.-r  .h-lin.-s  tin-  t-  .Mi.-  utility"  SO  as  to 

in. -In- 1.-  •  il,  association 

<>f  ii  iistees,  <>'  rs  appointed 

••ry  town,  village  or 

now  or  !  r  may  own,  operate,  manage,  or  con- 

trol any  plant  ..r  •  -.[nipm. -nt  "or  any  part  of  a  plant  or 
•  ••jui;  thin  the  state,  for  the  conveyance  of  telephone 

messages  ...  to  or  from  th.-  public."  The  act  also 
ties  that  every  puhlic  utility  shall  file  at  such  tim- 
and  in  su.-h  f..nu  as  the  Commission  shall  designate,  a 
report  of  its  operating  and  financial  conditions  and  shall 
also  til.'  with  the  Commission  and  keep  up  to  date  all 

!iil*s  <>f  its  rates,  tolls  and  charges. 
It  is  thus  seen  that  the  Commission  is  given  full  regu- 

vision  over  practically  all  telephone  ut 
in  the  state. 

With  tli.   passage  of  the  law  in  1907  the  schedules  of 

rates  and  toll  charges  of  ious  telephone  companies 

in  the  state  were  filed  with  the  Commission.     A  casual 

f  the  rates  as  they  <1  disclosed  the  fact 

re  were  many  irregularities  and  discriminations 

I'M 
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being  practiced  by  the  companies,  ;m<l  it  soon  became 
apparent  that  tin-  problem  could  not  be  handled  by  corre- 
spondence alone.  With  ;i  view  <>f  arriving  at  a  full  under- 
standing of  the  situation,  and  of  calling  the  attention  of 
officials  of  the  telephone  companies  to  these  matters  of 
discrimination,  a  conference  of  telephone  companies  was 
thought  desirable.  Such  a  conference  was  held  at  Madi^m. 
March  24,  1908. 

Space  will  not  permit  of  a  detailed  discussion  of  the 
matters  brought  up  at  this  conference  or  of  the  finding 
of  the  Commission  in  the  case.  However,  a  brief  survey 
of  the  results  will  be  given.  Among  the  lax  prne.-dures 
which  were  indulged  in  most  frequently  were  the  giving 
of  free  or  reduced  rate  service  to  railroads,  city  offices  and 
officers,  places  possessed  of  a  quasi-public  character,  such 
as  general  stores,  telegraph  offices,  opera  houses,  express 
offices,  electric  light  plants,  post  offices,  etc.,  and  indiscrim- 
inate free  service  at  competitive  points.  It  was  ascertain'  -1 
that  there  were  in  one  town  some  260,  in  another  250,  ami 
in  another  53  telephones  being  maintained  entirely  free  of 
charge.  Cases  in  which  service  was  being  furnished  at  a 
reduced  rate  to  cities,  corporations  and  persons  were  nu- 
merous. The  reasons  given  by  the  companies  for  main- 
taining the  free  or  reduced  rate  service  were  various.  Some 
maintained  it  was  necessary  to  give  it  to  keep  the  1m 
going;  others  frankly  admitted  that  it  was  maintained  for 
political  reasons. 

The  findings  of  the  Commission  in  this  case  pointed  out 
to  the  telephone  companies  wherein  their  various  dis- 
criminations were  in  contravention  of  the  law,  and  tin- 
order  in  the  case  gave  the  companies  a  reasonable  time  in 
which  to  correct  and  readjust  their  schedules  so  as  to  con- 
form to  the  law.1 

1  In  re  Free  and  Seduced  Bate  Telephone  8ervicet  Bendf  > 
State  of  Wisconsin — being  an  investigation  by  the  Commission  on 

x 
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This  was  the  first  important  step  in  the  entabliithment 
of  uniform   practices  and  schedule*  ••phone  com- 

panion in  thin  Kta  p  made  by  the  Comrai*- 

looked   more  particularly   to  the   increasing  of  t  In- 
efficiency of  tin-   various  companies.     This  was  done  by 

if?  the  installation  of  up-to-date  systems  of  accounting 

a  nil  liy  making  suggestions,  and  sometimes  orders,  to  the 

;»anies,  relative  to  raising  their  standards  of  service. 

14  been  a  difficult  problem  to  convince  many  of  the 
utilities  of  the  necessity  of  accurate  accounting  practice, 
especially  the  smaller  companies.  However,  up  to  the  pres- 
t -lit  thin-  many  sets  of  books  have  been  installed  b\ 
Commission.  an<l  the  satisfaction  shown  by  these  com- 
panies, when  the  systems  have  l»-«  n  in  operation  for  a  thm*. 
is  one  in  '  ti..-  ^mission's  work  along  this 

IN  not  in  vain.    The  Commission's  inspectors  have  been 

Mtially  making  tests  of  telephone  service  in  connection 
\\ith  tii. -it-  \Nork  of  testing  the  service  of  gas,  electric  and 
water  utilities  throughout  thr  stat- 
out  each  year  advising  companies  of  irregularities  in  serv- 

n«i  in  most  cases  corrections  are  made  without  recourse 
to  forma!  Recently  this  Commission  has  ad< 

a  set  of  rules  for  telephone  service,  which  establish  certain 
standards  which  the  telephone  companies  of  the  state  are 
to  follow.1  These  rules,  while  forming  a  basis  upon 

h  to  make  corrections,  both  formally  ami  informally. 
also  perform  the  very  good  office  of  t.-n-ling  to  stand- 
ardize all  t  throughout  the  state.  In- 
asmuch as  ti  <>  visions  of  these  rules  have  al- 
ready been  explained  in  a  previous  chapter  on  s« 

its  own  motion,  1908,  2  W.  R.  C.  R.,  521-546.  Three  months'  timo 
was  given  the  companies  to  conform  with  the  rales  promulgated. 

'/»   T,    /•;-,.,;,,;. if  urn  on  Mutton  of  th<   Commission  of  Standard 
of  Telephone  Service  to  I**  State  of  Hisconsin,  15  W.  R.  C.  R^  No. 

i  im 
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stamlank   further  discussion  of  tin-in  will  not  h<-  under- 
• 

The  nature  and  extent  of  the  service  rendered  by  the 
telephone  companies  of  Wis.-onsin  appear  clearly  from  the 
following  table: 

TELEPHONE  rm.rnr.s  OF  WISCONSIN,  EXCHANGES 

n.)I\«,     Bnlll     lil'KM.     AM.     I    KH\N     Ht>INJ>S     AS    OF    JlNK    iiO,     1912 


Number  of 
exchange  systems 

Total 

Total 

number 
oi 

urban 
phones 

Total 
number 
of 

rural 
phones 

Total 
number 
of 

phones 

Serving 
rural 
only 

Servian 
urh:m 
only 

Serving 
both 

runil 

•ad 

urban 

Classes    A, 

B.C'A:  1). 
Wisconsin 
T(  lephone 
Company. 
Condensed. 

Total.... 

29 
12 

228 
84 

257 

76 
BOO 

135,845 

87,617 

* 

51,333 

7,104 
27,217 

187,178 

94,721 
27,217 

309 

309 

41 

292 

642 

223,462 

85,654 

309,126 

*"  Condensed "  class  of  utilities  comprises  those  in  towns  of 
leas  than  500  population. 

Out  of  a  total  of  642  telephone  exchanges  recorded  here 
only  41  do  a  strictly  urban  business.  In  other  words,  only 
6.38  per  cent  of  the  total  telephone  exchanges  recorded 
above  confine  their  operations  entirely  to  urban  communi- 
ties and  92.62  per  cent  extend  their  operations  beyond  these 
limits.  Considering  the  business  done  we  find  that  in 
classes  A,  B,  C  and  D  exchanges,  the  division  on  the  per- 
c-ntage  basis  is  73  urban  and  27  rural.  For  the  Wisconsin 
Telephone  Company,  as  shown  in  the  table,  93  per  cent  of 
the  t«-l«'pliom-*  ;)!-,-  urban  and  7  JUT  <vnt  an-  rural.  \vhil«- 

1  See  Ch.  V.  on  "Standardization  of  Service." 
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'he  condensed  systems  practically  a!: 

Is  rural.    These  conditions  are  not  representative  of 
Wisconsin  alone,  i  <  illustrative  of  the  telephone 

husiiit-ss  f..r  all  nth.-r  states  in  general. 

The  :  s  in\.,lved   in  the  determination  of  tele- 

phone rates  have  not  been  as  fully  developed  by  the  Com- 
mission as  in  the  ease  of  other  rl assets  of  utilities.  The 
majority  of  ue  rate  eases  which  that  body  has 

handled  have  been  applications  by  the  smaller   ut 
for  an tli  ease  rates.    Many  of  these  companies 

grew  out  of  small  mutual  or  semi  mutual  companies  whose 
**%*fag  rates  had  been  fixed  under  conditions  of  opera- 
mi  those  encountered  in  furnish- 
ing modern  telephone  service.  In  practically  none  of  these 
eases  had  the  utility,  in  fixing  its  original  .schedule,  taken 
cognizance  of  the  existence  of  depreciation  as  an  element 

h  must  be  final!  ntered. 

This,  together  \\ith  the  cost  of  furnishing  an  improved 
grade  of  service,  made  the  old  rates  inadequate,  and  an 
increase  imp«  f  satisfactory  service  were  to  continue. 

In  these  cases,  however,  apportionments  of  expense,  to 
the  decree  necessitated  in  tli-  electric  rate  eases,  was  not 
cessary  and  was  generally  impractical,  because  the 
utilities  did   imt  possess  the  data  requisite   for  such  an 
apportionment.     In  certain  other  cases,  however,  appor- 
tionments  have   been   necessary.      Many  telephone  com- 
'•s  operating  in  Wisconsin   cities  do  switching  work 
iral  lines  which  are  built  cities.     In  these 

eases  very  careful  traffic  studies  have  been  necessary  in 
r  to  enable  the  Commission  to  determine  what  propor- 
f  the  costs  of  running  the  business  should  be  charged 
••  foreign  lines,1 
The  Commission  has  taken  the  stand  that  each  class  of 

*  Application  of  Farmcrt'  Trlcpkomr  Co.  of  Beetotc*  to  I 
R.  C.  R.,  540  559. 
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service  should,  as  far  as  possible,  bear  its  own  costs.  To 
this  dtd.  the  Commission  has  extended  the  use  of  message 
rates  on  toll  business  where  flat  rates  formerly  prevailed, 
although  the  message  rate  basis  is  by  no  means  exclusively 
used  as  yet. 

With  the  development  of  devices  for  recording  the  num- 
ber of  messages,  as  an  electric  meter  records  the  use  of 
electric  current,  the  use  of  the  measured  service  basis  of 
charging  for  telephone  service  is  becoming  much  broader. 
The  extension  of  the  principle  that  each  user  should  pay 
i<>!  the  service  he  receives  and  not  be  burdened  with 
the  cost  incurred  by  other  users,  who  may  or  may  not  be 
careful  in  their  use  of  the  service,  makes  the  use  of  tin; 
meter  rates  a  logical  development  in  the  telephone  in- 
dustry. 

The  difficult  questions  of  division  of  costs  among  the 
many  classes  of  telephone  service,  of  determining  the  fixed 
and  variable  costs,  and  of  deciding  how  these  should  be 
met,  have  not  been  fully  worked  out,  but  from  the  way  in 
which  the  Commission  has  handled  cases  of  other  utilities, 
there  can  be  no  question  that  one  of  the  tasks  before  it 
will  be  the  formulation  of  scientifically  adjusted  rates. 

The  essential  equipment  of  a  telephone  plant  falls  into 
three  divisions.  There  must  be  a  central  office,  a  wire 
plant  and  equipment  on  subscriber's  premises.  Naturally 
operations  involved  in  furnishing  service  group  themselves 
under  these  three  divisions.  When  service  is  furnished  it 
becomes  necessary  to  have  a  means  of  handling  subscribers' 
accounts  and  of  securing  collection  of  bills.  This  forms  a 
group  of  commercial  expenses  which  is  distinct  in  charac- 
'•OMI  the  expenses  which  are  involved  in  administering 
the  business  as  carried  on  in  the  central  office,  the  wire 
plant,  the  substation  and  the  commercial  departments  and 
which  latter  expense  may  be  classified  as  administrative  or 
general,  rndistrihuted  expenses  include.-  those  which  are 
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of  a  general  nature  but  are  not  incurred  for  an  adminis- 

ve  purpoae. 

The  above  primary  grouping*  appear  icide  with 

the  primary  characteristics  of  the  utility  an.l  it  rnuxt  follow 
where  account*  are  thus  classified,  di-pii-ting  the  coat 
of  each  process,  both  the  utility  and  the  Communion  are 
able  to  relate  reported  expenses  an<l   un.ju- 

ably  to  the  part  of  the  buainem  \\l.i.-h  brought  th.  n,  int.. 
existence.  For  the  purpose  of  a  body  which  in  seeking 
to  carry  out  a  policy  of  baiting  rates  on  costs,  the  same 
info?  in  needed  as  for  the  cost  accountant  v.l«  necks 

to  know  the  efficiency  of  each  department  of  the  business. 

PHYSICAL  CONNECTION  LAW 

In  1(>11  the  Public  Utility  Law  was  amended  provid- 
ing for  physical  «>rm. ,  tion  between  telephone  companies. 
The  statute  as  amended  reads  *  as  follows: 


.    .  every  utilr  o  conveyance  of  telephone 

shall  permit  a  physical  connection  or  connections  to  be 
made,  and  telephone  service  to  be  furnished,  between  any  tele- 
phone system  operated  by  it,  and  the  telephone  toll  line  operated 
by  another  such  public  utility,  or  between  its  toll  line  and  the 
hone  system  of  another  such  public  utility,  or  between  its 
toll  line  and  the  toll  line  of  another  such  public  utility,  or  be- 
tween its  telephone  system  and  the  telephone  system  of  another 
such  public   utility,  whenever  public  convenience  and  necessity 
require  such  physical  connection  or  connections,  and  such  phys- 
ical conn-  -is  will   im(    result    in   irreparable  in- 
to the  owners  or  other  users  of  the  facilities  of  such  public 
utilities,  nor  in  any  substantial  detriment   to  the  service  to  be 
rendered  by  such   puhlic   utilities.     The  term  "physical  eonnec- 
"  as  used  in  this  section,  shall  mean  such  number  of  trunk 
lines  or  complete  wire  circuits  and  connections  as  may  be  reo 

IS<*.  1797m  4  Berised  Statutes  of  1913. 
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to  furnish  reasonably  adequate  telephone  service  between  su<  I 
public   utilities. 

2.  In  case  of  failure  to  agree  upon  such  use  or  the  condition^ 
or  compensation  for  such  use,  or  in  case  of  failure  to  agree  nj..-  . 
such  physical  connection  or  connections,  or  the  terms  and  comli 
tions  upon  which  the  same  shall  be  made,  any  public  utility  or 
any  person,  association  or  corporation  interested  may  apply  to 
the  commission,  and  if  after  investigation  tho  commission  shall 
ascertain  that  public  convenience  and  necessity  require  such  u.-e 
or  such  physical  connection  or  connections,  and  that  such  use  or 
such  physical  connection  or  connections  would  not  result  in  irrep- 
arable injury   to   the  owner  or  other  users  of  such  equipment 
or  of  the  facilities  of  such  public  utilities,  nor  in  any  substan- 
tial detriment  to  the  service  to  be  rendered  by  such  owner  or  such 
public  utilities  or  other  users  of  such  equipment  or  facilities,  it 
shall  by  order  direct  that  such  use  be  permitted  and  prescribe 
reasonable  conditions  and  compensation  for  such  joint  use,  and 
that  such  phy>i'ul  connection  or  connections  be  made,  and  deter- 
mine how  and  within  what  time  such  connection  or  connections 
shall  be  made,  and  by  whom  the  expense  of  making  and  main 
taining  such  connection  or  connections  shall  be  paid. 

3.  Such  use  so  ordered  shall  be  permitted  and  such  physical 
connection  or  connections  so  ordered  shall  be  made,  and  such 
conditions  and  compensation  so  prescribed  for  such  use  and  such 
terms  and   conditions,   upon   which  such  physical  connection   or 
connections  shall  be  made,  so  determined,  shall  be  the  lawful  con- 
ditions and  compensation  for  such  use,  and  the  lawful  terms  and 
conditions  upon   which   such   physical  connection   or  connections 
shall  be  made,  to  be  observed,  followed  and  paid,  subject  to  re- 
course to  the  courts  upon  the  complaint  of  any  interested  party, 
as  provided  in  sections  1797m-64  to  1797m-73,  inclusive,  and  Midi 
section  so  far  as  applicable  shall  apply  to  any  action  arising  on 
such  complaint  so  made.    Any  such  order  of  the  commission  may 
be  from  time  to  time  revised  by  the  commission  upon  application 
of  any  interested  party  or  upon  its  own  motion. 

Two  important  cases  and  a  number  of  smaller  ones  have 
arisen  under  this  statute  since  its  enactment.    The  first  was 
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that  of  Frank    \\',ntrr  v.  La  Croue  Telephone  Company 
Wisconsin  Telephone  Company,  decided  May  II .  1 
wan  an  to  compel  the  La  Crosse  Telephone 

1  the  Wince* i  phone  Company  to  con- 

nect tl.-ir   La  Crosse  exchanges  for  toll  purpose*.     The 
•nivxion  hrld  in  tl,,-  cane  that  the  public  convenience 
an.l  necessity  reqniivd  the  connect  ion;  that  with  a  p 

t*>ii  ,  I  large  on  calls  betwr*  anges  no 

uulili    injury  would  be  done  to  the  owners  or  users 
of  tin-  fa,-iliti,-x  of  the  companies  and  that  no  substa 
.1. -trim,  nt  to  the  service  r  company  would  result 

connection.     The  connection  was  therefore  or- 
King  upon  i panic*  to  agree 

upon  ins  and  manner  of  making  the  connection 

ompanies,  however,  could  not  agree  upon  .-it!.,  r  terras 
.inner   <  ton    so    th.-    Commission   was  again 

as  is  provided  in  the  law,  to  make  its  adjust 
ments.  which  it  did  in  a  supplemental  ord.-r  dat.-d  August 
20,  1 

The  second  important  case  arose  in  Janes ville  where 
E.  D.  MeGowan  instituted  proceedings  before  the  Commis- 
sion to  coinp.  1  phv.xi. -al  u  of  local  as  well  as  toll 
conn-                      •  n  the  Rock  Count .  ne  Company 
and  th.    \\  is,  ..iisin  T                  Company.*     The  order  was 
!  ''.  ;     Sin,-,-  thru  th.-  companies  have  agreed 
upon               ins  of  the  connection,  I               phase  of  the 
it?  before  the  Commission  for  adjustment.   Sev- 
ses  have  been  brought  before  the  Commission, 
in  most  of  which  orders  have  been  made  establishing  the 
•'  tlu-  Hi,                            si, -a!   .-..nnrrtion   la 

•  Frank  Winter  v.  L*  CrotM  Tel.  Co.  et  oL,  1913,  11  W.  R.  C.  R., 
.l-plotm-ntal  order  in  tame  cue,  1914,  r,  \\     K.  C.  K.,  36.    8** 
ato,  A.  E.  Monroe  et  aL  v.  Cli*tun  Tel.  Co.  et  at,  1912,  10  W.  R.  C. 
ic.t  M, 

McGova*  v.  Bock  County  Tel  Co.  et  oL.  1914,  14  W.  R.  C 
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pears  to  be  working  out  satisfactorily.  It  is  accomplishing 
a  greater  flexibility  in  the  telephone  business  with  the  re- 
sulting increase  in  the  value  of  the  service  to  the  sub- 
scriber. 

ANTI-DUPLICATION   LAW 

In  1913  the  laws  affecting  the  regulation  of  public 
utilities  were  amended  to  the  end  that,  in  the  future,  n, ,  «1 
less  duplication  of  telephone  systems  in  the  rural  districts, 
as  well  as  in  the  cities  and  villages,  may  be  avoided.  Since 
l!'11  cities  and  incorporated  villages  have  been  protected 
from  duplication  of  lines  by  an  amendment  to  the  Public 
Utility  Law,1  a  part  of  which  is  as  follows : 

...  no  telephone  exchange  for  furnishing  local  service  to 
subscribers  within  any  village  or  city  shall  be  installed  in  such 
village  or  city  by  any  public  utility,  other  than  those  already 
furnishing  such  telephone  service  therein,  when  there  is  in  opera- 
tion in  such  village  or  city  a  public  utility  engaged  in  a  similar 
sen-ice,  without  first  securing  from  the  commission  a  declaration 
a  public  hearing  of  all  parties  interested  that  public  con- 
venience and  necessity  require  such  second  public  utility.  .  .  . 

As  stated  above,  a  further  amendment  extended  the 
scope  of  this  provision  in  1913  so  as  to  include  towns,  as 
well  as  cities  and  villages.  This  latter  amendment2  in 
part  is  as  follows : 

No  public  utility  already  engaged  in  furnishing  telephone  ser- 
vice shall  instal  or  extend  any  telephone  exchange  for  furnishing 
local  service  to  subscribers  in  any  municipality  where  there  i>  in 
operation  a  public  utility  engaged  in  similar  service,  without  first 
having  served  notice  in  writing  upon  the  commission  and  any 
other  public  utility  already  engaged  in  furnishing  local  service 
to  subscribers  in  such  municipality  of  the  installation  or  exten- 

1 1797m  74  (Ch.  546,  Laws  of  1911)  Revised  Statutes,  1913. 
*Ch.  610,  Laws  of  1913. 
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sion  of  such  exchange  which  it  proposes  to  make,  or  make  sash 

installations  or  extensions  if  the  commission,  within  twenty  day* 

service  of  such  notice,  shall,  up..,,  investigation,  find 

Uvlare  that  public  convenience  and  necessity  do  not  rw|uin- 

the  installation  or  extensions  of  such  exchange,  except  that  any 

already  engaged  in  furnishing  local  service  to  sub- 

scribent  within  any  .  illage  may  extend  its  exchange  within 

such  city  or  village  without  the  authority  of  the 


It  u ill  be  noted  from  the  above  law  that  when  proper 
»•*  have  been  given,  unless  the  opposing  company  pro- 
tests and  the  Commission  makes  an  investigation  and  rules 
against  the  proposed  extension  or  installation  within  t\\ 
days,  the  company  proposing  the  extension  may  proceed 
with  its  con  ision  insures  that  1< 

mate  construction  \\ill  not  be  postponed  for  an  unreason- 
ahl.-  ;  M.|  at  the  same  time  gives  sufficient  time  in 

•    to  investigate  the  necessity  of  the  proposed  exten- 
sion. 

Many  p.-tition>  ha  law.     In  grant- 

ing an  application  to  Michael  T.  Gehl  of  the  town  of 
Addis., n,  Washington  County,   to   huild  a  telephone   line. 
the  Commission  gave  an  interpretation  :  of  the  anti  <lupli- 
ii  law  which  may  liav.-  a  far-reaching  effect  on  some 

lin.-s  ,,f  tli,.  stat.-.     The  dec; 

affects  bordfr  -y  t-ith.-r  si.l«-  <»f  which  line  is  served 

by  a  :iy      The  question  arose  whether  the 

Commission  should  deny  the  appli.-atinn  under  these  cir- 
cumstances involving  the  anti  .lupin  at  ion  law.  The  Com- 
mission ruled  thus: 

In  border  territory,  like  that  involved  in  this  case,  there  is 
sometimes  presented  a  situation  where  some  overlapping  of  tele- 

1  In  rr  (  rho*f  line  t»  Totcn  of  Addi***.  ll'tuk 

ington  County,  1014,  14  W.  1;  ''.6.     Abo  »cc  In  re  Isolation 

of  Law,  Lubon  Telephone  Co.,  191 
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phone  lines  is  required  in  order  thai  public  convenience  and  ne- 
cessity with  re-jard  t«>  telephone  service  may  be  fully  satisfied. 
While  such  overlapping  may  at  times  do  some  injury  to  one  of  I  he 
companies,  and  the  -.Tin-nil  policy  of  the  law  is  usually  ;iir;mi-t 
the  duplication  of  lines  which  will  impair  investment,  still  it  is 
also  true  that  the  convenience  and  necessity  of  the  public  itself 
in  the  matter  <>t  telephone  service  is  the  paramount  consideration. 
Again  where  the  public  need  can  only  be  satisfied  by  permitting 
a  certain  amount  of  overlapping,  the  doctrine  of  protection  for 
existing  interests  cannot  be  carried  to  its  full  length. 

Strife  among  telephone  companies  in  rural  territory 
with  its  accompanying  wasteful  duplication  of  lines  has 
been  common  in  this  state  and  a  law  of  this  nature  fills  a 
much-needed  want  in  this  respect.  It  is  very  common 
for  individuals  or  groups  of  individuals  in  rural  rommuni 
ties  to  arrive  at  the  conclusion  that  a  telephone  line  can 
be  operated  and  maintained  for  a  small  amount — often  as 
low  as  two,  three  or  four  dollars  per  year  per  station. 
Hence  they  reason  that  the  company  to  which  they  are 
already  connected,  which  perhaps  is  charging  them  twelve 
or  fifteen  dollars  per  year,  is  robbing  them.  They  pro- 
ceed to  build  a  line  of  their  own  paralleling  the  existing 
company's  line,  and  also  throw  out  the  existing  company's 
phones.  The  immediate  result  for  the  company,  aside  from 
the  loss  due  to  the  investment  in  construction,  is  a  loss  of 
available  connections  to  the  remainder  of  its  subscribers. 
The  ultimate  result  usually  is  that  the  rural  line  costs  its 
owners  much  more  than  they  originally  figured  on.  No 
allowance  is  usually  made  in  their  computations  for  the 
fact  that  the  line  which  they  construct  will  last  but  a  few 
years  and  then  have  to  be  replaced.  Generally  no  annual 
depreciation  charge  is  considered.  When  proper  allow- 
ances are  made  for  this  factor,  and  for  the  time  they 
donate  in  building  the  line,  the  rate  which  is  arrived 
at  will  probably  be  much  higher  than  it  was  originally 
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figured  and  perhaps  not  far  from  the  rate  which  tl 
f,    It  must  not  !H»  considered  that 

in  a  defenae  (Company's  existing  rate.    An  effort 

baa  been  made  mainly  t<>  p<.mt  nut  \\h,  r. m  many  of  the 
small  companion  make  errors  wh«  mwh 

ucr.  It  shnul.l  be  remembered  that  if  rates 
«.f  tin  exiting  company  are  too  high  or  service  is  poor, 
adequate  recourse  may  be  had  through  an  appeal  to  th<> 
Commission,  upon  which  an  investigation  will  be  made  and 
the  proper  rates  or  service  eatabliv 

The  •  f  the  anti  duplication  lau 

wasteful  tluplication  as  outlined  above.    Since  the  ado; 
of  tin-    la\\    in    PI]:',,    th.-iv   hav.-   been   up  to  Septemh- 

tun  huii'lrr.l  an. I  four  cases  before  the  Commission 
nn-i.-r  tliis  h.-a-ling.  These  cases  have  sometimes  resulted 
in  formal  proceedings  r-  rates 

of  existing  companies.  Many  miles  of  wasteful  duplication 
of  lines  have  been  avoided  and  in  general  the  operation  of 
the  law  appears  to  be  accomplishing  the  desired  results. 


CHAPTER  XIV 

WATER  UTILITIES 

A  feature  of  tlir  Wisconsin  Public  Utility  Law  which 
has  caused  a  great  deal  of  comment,  both  favorable  ;m<l 
adverse,  is  that  both  privately  and  municipally  owned 
utilities  are  subject  to  the  same  degree  of  regulation.  In 
some  of  the  more  recent  utility  laws,  notably  that  of  Illi- 
nois, the  municipal  plants  have  been  exempted.  The  rea- 
sons for  the  inclusion  of  city  owned  plants  in  Wisconsin 
are  apparent  when  the  purposes  which  the  law  was  aimed 
to  accomplish  and  some  of  the  results  which  have  been 
obtained  as  a  iv>iilt  of  its  administration,  are  considered. 

Foremost  in  the  minds  of  the  framers  of  the  law  was 
probably  the  idea  that  the  rates  of  public  utilities  should 
not  be  excessive,  but  the  restriction  of  the  total  revenues 
of  public  utilities  to  a  reasonable  amount  was  by  no  means 
the  sole  purpose  in  view.  Very  few  publicly  owned  plants 
have  been  conducted  as  profit-making  businesses.  Some  of 
them  have,  of  course,  shown  a  profit,  but  the  purpose  of 
their  operation  has  not  generally  been  to  yield  a  profit. 
I-'rom  this,  it  might  be  argued  that  state  regulation  of 
municipal  plants  is  unnecessary.  Restriction  of  total  profits 
of  utilities,  important  as  it  is,  is  only  a  small  segment  of 
the  field  of  regulation.  Total  revenues  may  be  reasonable 
beyond  any  question,  and  rates  still  be  unreasonable  be- 
cause of  discriminations  between  classes,  as  will  be  more 
fully  explained  at  a  later  point  in  this  chapter.  Rates  in 
order  to  be  reasonable  must  be  predicated  on  reasonable 
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•ervi  ates  may  t,  be  reason*  accounts 

'i  poor  shape  that  the  reasonableness  of  the 

#ea  can  1 1  'oved.    Municipally  owned  planU  are 

as  li  lift   in  .hscriminatMry    pra.-t  ices  M  private 

t  necessarily  mean  practi.-.-s  \\hi.-h  are 

.!ly  wrong.  'he  community  uouM  be  on  guard 

again  i    imp;  es  of  a  ly  owned   utility, 

'•  part  and  parcel  of  th« 
at  tit  i  on  the  part  of  members  of 

'•n  missing.    Except  where  the  < 

raun  into  ti  il  of  local  politics,  its 

tices  are  not  subject  t<>  the  public  disapproval  wln<  h 

upon  the  private  utility.     When 

ty's  utility  business  is  made  the  issue 

i    local  campaigns  are  four  business 

•  ility  is  often  lost  sight  of,  and  the  steady- 

of  a  state  commission  is  badly  needed.  When 

•ility    policies  the  minority   have   no 

means  of  redress,  ex  <>  through  tli.-ir  right  to  call 

upon  the  state  to  enforce  practices  which  are  reasonable. 

Muni.-ipal  plants,  under  the  Wisconsin  law,  are  subject 

••  same  restrictions  as  a  itely  owned  utilities, 

work  of  the  Railroad  Commission,  especially  as 

to   municipal    utilities,  is  not  entin-ly,   nor  even 

primarily,  n- 

In  some  cases  <  re  voluntarily  entered  the  utility 

liiisiness  by  pun-hasing  the  property  of  private  companies, 
l.ut    in  protiaMy  a  in  .•  cases,  especially  in  the 

smal  i,    th«-    municipalities   have    been    pr 

'>e  utility  business  by  the  public  •i.-inand  for 
utility  s-  localities  which  were  n«  ntly  de- 

Necessarily.  the  smaller 

ve  engaged   in   utili*  prises  without   much 

knowledge  of  ire  an<i  r.-.|uir.-ments  of  the  business, 

these  cities  and  villages  the  Railroad   Commission 
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performs  the  functions  of  a  consulting  board  A  great 
part  of  the  work  which  the  Commission  has  <l»m  in  con- 
nection with  the  municipal  plants  has  been  undertaken  at 
the  request  of  tin-  municipal  authorities.  Accounting  sys- 
tems have  been  devised  and  installed ;  rate  schedules  have 
been  recommended;  advice  has  been  given  on  methods  of 
securing  plant  efficiency,  and  a  great  deal  of  adminis- 
trative and  engineering  aid  has  been  furnished  to  the  city 
plants. 

M«»rc  than  any, other  class  of  utility,  the  public  water 
supplies  of  Wisconsin  are  owned  and  operated  by  the  cit  lea 
and  villages.  What  has  been  said  with  regard  to  the  rela- 
tions of  the  Commission  to  municipal  plants,  therefore, 
holds  true  of  the  water-supply  business  to  a  greater  extent 
than  of  any  other  utility  undertaking.  At  the  present  time 
the  records  of  the  Commission  show  that  there  are  only 
twenty-five  privately  owned  water  plants  in  the  state,  and 
several  of  these  are  about  to  be  transferred  to  the  public 
authorities.  For  the  year  ending  June  30,  1913,  one 
hundred  and  thirty-seven  municipally  owned  and  twenty- 
four  private  plants  reported  to  the  Commission.  A  num- 
ber of  small  municipal  plants  have  been  added  within  tin- 
past  year.  A  better  idea  of  the  extent  to  which  municipal 
ownership  of  water  supplies  has  gone  can  probably  be 
gained  from  a  statement  of  the  value  of  the  property  owned 
by  cities  and  by  private  parties. 

Class  A  includes  utilities  in  cities  of  over  10,000  in- 
habitants ;  Class  B,  those  in  cities  of  from  3,000  to  10,000 ; 
Class  C,  those  in  cities  of  about  1,800  to  about  3,000 ;  Class 
D  has  a  lower  limit  of  about  800,  and  Class  E  includes 
the  very  small  utilities. 

The  assistance  which  the  Commission  gives  to  the  muni 
cipally  owned  utilities  is  outlined  rather  fully  in  another 
chapter.     With  the  conditions  regarding  the  ownership  of 
water  plants  in  mind  we  may  turn  our  attention  to  some 
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of  the  purposes  and  results  of  their  control  by  the  Rail 

mail   Commission 

AK  in  utility  regulation,  usually  the  attention  of  the 
Commission  ha*  been  directed  to  the  two  question*  of  rates 
an-1  Hervice.  Probably  \em  has  been  done  throughout 

generally  to  put  the  ratea  of  water  utilities  upon 
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an  equitable  and  reasonable  basis  than  in  any  other  liu- 
of  utility  ojM-rations. 

\\itli  OM  passage  of  thr  1'uMir  I'tility  Law  there  waa  a 
that  ratea  of  all  classes  of  utilities 

\\nul.l  undergo  sweeping  r.  .lu.-tions.  Th»»  publir  knew 
lit tl«-  of  the  a  •••nt  to  whirh  charges  of  utilities  were 

aaonablc  ami  extortionate  Uit  there  was  a  feeling,  \\vll 
:••'!  in  many  cases,  that  the  utility  business  was  yield- 
ing profits  beyond  a  reasonable  return     What  the  roiMi 

s  business  the  publie  .li.l  not 

know.  The  period  from  1885  to  1890  was  the  boom  period 
in  water-works  construrtion  in  Wisconsin.  A  large  number 
of  plants  were  constructed  by  private  capital  during  these 

'  ly  twenty  years  in  which  the 
business  was  being  developed,  it  was  perhaps  natural  that 
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there  should  be  a  general  feeling  that  the  water  utilities 
must  be  tremendously  and  unreasonably  profitable.  Tims.- 
who  saw  in  the  utilities  law  the  instrument  for  radieally 
reducing  the  earnings  and  charges  of  water-supply  plants 
have  failed,  in  large  measure,  to  have  their  expectations 
realized.  Actual  study  of  water  utility  operations  ;m.i 
finances  shows  that,  except  in  a  number  of  individual  cases, 
the  public  water-supply  business  has  not  been  excessively 
profitable  in  Wisconsin.  Some  plants  have  shown  large 
earnings  but  this  has  not  been  characteristic  of  tin-  in 
dustry. 

The  causes  of  this  condition  are  various,  but  there  are 
a  few  which  have  been  so  generally  present  that  it  may 
be  well  to  mention  them.  Perhaps  the  foremost  of  these 
causes  is  the  failure  of  the  municipalities  to  pay  tin*  full 
cost  of  fire  protection.  Where  the  water  plants  are  muni- 
cipally owned  and  operated  there  has  been  a  more  or  less 
general  failure  to  recognize  the  fact  that  the  furnishing  of 
fire  protection  costs  money  and  that  the  city  itself  should 
meet  this  cost.  Even  where  the  plants  have  been  privately 
owned  the  fire  protection  has  usually  been  furnished  at  far 
less  than  cost.  The  fire  protection  rate  has  been  the  result 
of  bargaining  between  the  city  authorities  and  the  com- 
pany. The  result  has  been  a  rate  for  this  service,  less 
than  the  actual  cost  of  supplying  the  service.  With  the 
rate  for  fire  protection  fixed  at  less  than  cost,  the  private 
consumers  must  pay  more  than  their  proper  share  of  the 
utility's  expenses  or  the  business  must  be  conducted  at  a 
loss.  Because  of  the  fact  that  cities  have  not  paid  their 
share  of  the  expenses  of  conducting  the  wat« -r  business. 
general  reductions  in  rates  to  private  consumers  have  often 
been  impossible,  unless  the  charge  for  fire  protection  were 
raised  to  its  proper  level. 

Before   attempting  an   explanation   of  the   princij 
applied  by  the  Wisconsin  Commission  in  adjusting  water 
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rates,  it  may  be  well  to  touch  upon  the  various  types  of 

lull*  w)>  < 'ommiiMion  haa  found  in  Wisconsin.* 

be  liir^'  iiumU-r  of  wstcr  utilities  operating  in  Wis- 
conxin  i  Mm-,  if  not  every  one,  furnishes 

some  degree  of  fire  prut-  In  almost  every  ease  the 

rate*  \\hich  have  been  in  effect  for  fire  protection  related 
in  some  maun-  -   t<>  ii..-  . -\t. -ut  of  tril>uti<>n  system 

vnt  of  th«-  protection  which 

.fility  hail  been  in  a  position  to  furnish     For  example, 
we  havf   in  one  eity  a  schedule   \\hi.-h    provides 

ii  Hhall  lie  $40.00  irant  per 

.  regardless  of  tin*  nuniln-r  of  h\dr.iM>   installed.     In 
am.thi -r  .  it  v  1100.00  for  each  of  t  ifty 

ii irh  apparently  are  set  upon  the  original 
hut  ion    system.   $60.00  for  each  of  the  n< 
.mts.   anil  $50.00  for  each   additional   hydrant.      Still 
another  class  of  charges  for  fire  protection  is  exemplified 
by  a  schedule  in  force  in  this  state  which  provides  for  a 
charge  of  $400.00  p.-r  mil.-  of  main   p-r  \ 

The  disadvantages  of  a  charge  based  upon  the  extent 

oft!  it  ion  system  or  upon  the  number  of  hydrants 

must  be  obvious.     I  to  fui-ni-li  adequate  fire  pro- 

'ii,  a  wat<r  plant  must  have  a  plentiful  source  of  sup- 

:ly  powerful  pumping  machinery, 

it    must   have   di>t i -ilmt ion    mains  sir  in   extent  to 

-   it  t«.  uter  to  any  point  where  there  is  a  fire 

risk,  !i>tril.u:i..n  system  must  be  sufficiently  well 

i-<iuipp<-d  \\itli   hydninU  so  that  the  water  can  be  used 
most  advantageously.* 

\Vh.-n  the  rate  for  fire  protection  is  based  upon  the 

*Scf  Ch.  X.  for  mcthotU  of  rate- making  or  water  utilitiea  and 
:i  of  leading  eaiea. 

1  Iu  the  preparation  of  this  chapter  reference  haa  been  had  to  an 
addreea  by  Mr.  Krioknon.  mpro,  be/ore  the  American  Water  Work* 
Aieociation,  and  to  an  unpublished  report  by  the  Statistical  Depart- 
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number  of  hydrants  in  use,  the  inevitable  tendency  on 
the  part  of  those  paying  for  fire  protection  will  1><  to 
restrict  the  number  of  hydrants.  Hydrants  will  be  placed 
too  far  apart,  or  if  the  franchise  requirements  state  that 
hydrants  shall  be  placed  at  specified  intervals  upon  the 
distributive  system,  the  tendency  will  be  to  restrict  the 
development  of  the  distribution  system  itself. 

In  the  same  way,  when  the  charge  for  fire  protection 
is  based  upon  the  number  of  miles  of  main  installed,  the 
tendency  will  almost  inevitably  be  to  limit  the  extent  of 
the  distribution  system,  which  in  turn  will  decrease  its 
efficiency  as  a  protection  against  fire,  and  in  the  cases  of 
water  plants  supplying  both  fire  protection  and  general 
service  will  lessen  the  value  of  the  distribution  system  as  a 
means  of  supplying  general  consumers.  At  a  later  point 
in  this  discussion  we  will  take  up  further  the  argument 
that  the  fire  protection  should  be  considered  as  a  unit  for 
purposes  of  charging  for  the  service. 

There  are  a  few  cities  in  Wisconsin,  especially  those 
where  the  Commission  has  reviewed  the  water  rates,  in 
which  these  conditions  have  been  remedied.  The  proper 
schedule  would  provide,  for  instance,  for  a  charge  of  a 
lump  sum  for  existing  fire  protection,  which  was  designed 
to  cover  all  the  costs  connected  with  furnishing  such  pro- 
tection, and  for  such  additional  charges  as  should  be  made 
because  of  extension  of  the  distribution  system.  These 
additional  charges  are  such  as  are  warranted  by  the  cost 
of  extending  the  service  and  are  designed  not  to  unduly 
restrict  the  extension  of  service. 

Aside  from  the  fire  protection  which  the  water  utility 
furnishes,  the  great  majority  of  water  plants  supply  water 
for  general  purposes  which  for  the  sake  of  convenience 
may  be  divided  into  three  classes:  first,  that  which  is  sup 
plied  through  meters;  second,  that  which  is  supplied  to 
domestic  and  industrial  users  upon  the  basis  of  the  number 
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of  fixtures  ami  the  character  of  the  premise*  supplied; 

idental  purposes 

su<  h  as  street  sprinkling.     Taking  up   ti..-   la«t  of  these 
three,  we  fiiul  a  nu  *  of  schedules  in  use  in 

Wisconsin,  some  of  which  arc  illustrated  here.    In  on. 

-irge  is  made  of  six  dollars  |  .  for  each  sprin- 

kling wagon.     In  ai  >ie  charge  w  MIX  dollar* 

wagon  per  season.     Thai  is,  in  both  of  these  cane* 
wagon  IMT  in- mt h  or  wagon  per  season  is  considered  as  a 
unit  i>oses  of  •.'     In  «.th.T  cases  all  street 

klin«r  is  !•  in  a  lump  sum  per  year.     In  still 

-  eases  a  charge  is  made  per  front  foot  of  abutting 
prop  mile  of  street  per  season,  and  in  a  f •  \v 

instances  the  water  ia  actually  motored  and  charged  for 
on  a  meter  basis. 

N"  t  can  be  made  at  this  point  to  review  all  tin- 

types of  flat  rate  schedules  which  are  in  use  at  the  present 
tin  if.     In  a  general  way  it  may  be  said  that  the  charges 
••<•  made  upon  a  flat  rate  basis  relate,  first,  to  the 

nises  supplied ;  second,  t 

i-f.s  thmutrh  \vhi.-h  \\at.-r  may  be  taken  at  those  prem- 
ises, and  third,  to  various  nts  such  as  the  nuin- 
•f  rooms  or  the  nunil>er  of  persons  supplied  from  the 
8  in  njiestion.     \Vhfiwer  the  \\..  ;ness  is  at  all 
<i.  \.  Inp,  .1  the  flat  rate  schedules  are  unwieldy  ami  poorly 
to  Midi  uses  of  water  as  are  not  easily  classified. 
;is  been  that  in  almost  every  flat 

rate  Bchedulf  .-\istin-.:  in  any  largr  * -ity  there  have  sprung 
up  a  number  of  special  rates  which  are  very  often  dis- 
criminatory.    1;  .  where  special  rates  do  not  exist 
at  rates  in  themselves  are  almost  inevitably  discrimi- 

If  1 1  if  re  is  am  aside  from  getting  all  that  the 

<•  "ill  1  M  \\hirh  flat  rate  schedules  are  based, 

ist  be  that    for  ra.-h   i-lass  of  premises  and  fixtures 
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there  is  a  normal  ami  reasonable  use  of  water  which  can 
be  approximated  with  some  degree  of  accuracy  and  charged 
for  without  actual  mrasuivmrnt.      ll   is  apparent .  of  course, 
that  this  is  true  only  in  a  \  •  ry  ^vneral  way.  and  to  a  limited 
extent,  but   r\«-n    if   it    is  tnir  that    there   is  a    normal   and 
reasonable  use  of  water  which  can  he  determined   without 
actual  measurement   and  charged  for.   the  difficulty   with 
the  flat  rate  schedule  comes  right  at  this  point      The  « on 
sumer  who  is  wasteful  in  his  use  of  water  and  who 
more  than  a  normal  and  reasonable  amount  is  can-in 
expense  to  the  utility  which  is  being  borne  by  consumer; 
who  are  careful   in   their   use  of  water  and   who   are    imt 
causing  any  waste.    When  a  utility  sells  water  through  a 
kitchen  faucet,  for  example,  to  a  residence  of  five  rooms, 
it    really  sells  a  quantity  of  water,  which  quantity  is  not 
the  maximum  amount  which  can  be  drawn  through   that 
faucet,  but  a  reasonable  amount  for  use  in  a  residen 
the  size  and  character  in  question.    This  reasonable  amount 
is,  of  course,  a  very  indefinite  and  unsatisfactory  measure, 
but  such  as  it  is,  it  forms  the  basis  for  the  only  jus; 
tion  of  the  flat  rate  plan.    When  the  use  exceeds  a  r< .. 
able  one  the  number  and  nature  of  fixtures  are  n<»  1 
any  index  of  the  amount  of  water  used,  and  at  that  point 
some  more  definite  and   certain  system   of  measurement 
must  be  introduced.    Where  the  flat  rate  plan  breaks  down. 
therefore,  as  it  does  to  a  greater  or  less  extent    in   the 
majority  of  water  plants,  it  becomes  necessary  to  introduce 
the  meter  system  of  selling  water.     That  the  mete 
is  theoretically  correct  hardly  admits  of  argument, 
only  cases  in  which  metering  may  not  be  the  proper  method 
of  dealing  with  the  sale  of  water  would  be  cases  in  which 
the  costs  involved  in  connection  with  metering,  the  int> 
depreciation,  and  taxes  upon  the  meter  and  its  "connect ; 
the  reading  ami   maintenance,  the  office  work   involved   in 
keeping  records  and  the  other  expenses  connected  with  the 
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use  of  the  meter  system  would  more  than  offset  the  Having 
•'.  u.'uM  be  effected  by  the  decreased  cotummptu, 

"  decreased  waste  of  wat.-r      In  caw*  where 
the  available  water  «upply  is  being  o\  -  the 

I'ution  Hyitem  i  designed  to   fur 

pressure  at  consun  raises  when  the  flat 

system  pr.  \aiK.  the  use  of  t  ill  oft.-n  decreaae 

the  waste  of  water  so  much  as  to  make  the  «^«H"g  supply 

adequate  and    tl  .tuition  system   large  enough   to 

necessary  pressure.     An  st  all  of  the 

elnvsrs  of  \\al.-r  s.  r\  i.-r.   tli.-  meter  rat.-s  \\lii--li   an-   imu    m 

use  1  ii>  IT.  M.  ral   1..-.-H  the  result  of  any  careful 

analysis  (tied  bodily  from 

those  in  use  in  otli.  r  <  iti.  s     cityaft'  the  state  of 

Wisconsin  can  be*  f<>un<l  \\  ith  repressive  schedules  of  meter 

r  rates  which  are  almost  mtin-ly  i<l. -ntical,  with  the 

possible  exception  of  the  exa<  t    numlx  r  of  cents  which 

shun!  r  thousand  gallons.     Instances  have 

been  found  in   Wisconsin  ul  iul.-s  were  so  badly 

regressive  that  a  <  .1.1  use  two  un<l  on.-  half  times 

as  much  water  as  a  11  pay  the  same 

and  where  all   int. -nn.  .Hate  consnni.  rs  paid  less 

Thr  arjrunn-nt   whirh  has  hr.-n  made  in 

r  of  such  schedules  is  that  th  i  \  whirh 

very  large  consumers  can  be  taken  on.    This  is  often  very 

-.•riniinations  are  so   marked  and  so   un- 

1  all  the  <?o  i  be  obtained 

can  be  so  easily  reached  by  other  forms  of  schedules  that 

a  regressive  schedule  can  hanlly  1..-  in  any  ease. 

Where  the  regressive  schedule  is  not  in  use  the  most 

general  type  of  meter  rate  provides  for  a  decreasing  charge 

.nit  as  more  water  is  used,  but  does  not  allow  the  use 

of  a  large  qn  lie  same  amount  or  for  less  than 

h.    .\.\    for  ilia^ram  of 
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is  charged  for  the  use  of  a  smaller  quantity.  The  principal 
variation  in  tli<>  non-regressive  schedules  arises  from  I  lie 
manner  in  which  the  mini  mum  charge  is  assessed.  In  some 
eases  there  is  a  minimum  charge  per  quarter  or  per  I  ml  I' 
year  of  the  same  amount  for  each  size  of  meter.  In  some 
cases  the  minimum  charge  for  large  meters  is  greater  because 
the  amount  of  water  which  can  be  used  under  this  minimum 
is  greater  than  in  the  case  of  small  meters.  In  some  cases 
a  service  charge  varying  according  to  the  size  of  the  meter 
is  made  use  of  and  in  still  other  cases  a  varying  minimum 
charge  which  is  greater  for  the  large  sizes  of  meters,  but 
which  permits  the  use  of  the  same  quantity  of  water  for  all 
sizes  of  meters  and  thus  combines  in  effect  the  ordinary 
minimum  bill  and  service  charge,  is  in  use. 

Separate  plants  which  furnish  fire  protection  and  gen- 
eral service  would  differ  in  many  respects.  For  fire  pro- 
tection the  system  must  generally  be  so  designed  that  a 
great  amount  of  water,  under  high  pressure,  can  be  fur- 
nished at  any  point  to  be  protected,  the  amount  of  water 
which  can  be  delivered  in  a  given  time  depending  upon  tlie 
nature  of  the  risks  in  the  area  affected.  There  must  be 
powerful  pumping  machinery,  a  plentiful  supply  of  water, 
large  mains  capable  of  withstanding  pressure  and  a  suffi- 
cient number  of  hydrants.  If  the  system  were  to  serve 
the  commercial  and  industrial  consumers  only  a  some  what 
different  set  of  requirements  would  be  found.  The  supply 
of  water  must  be  pure,  it  need  be  delivered  only  under 
moderate  pressure  and  the  distribution  system  need  not 
usually  be  designed  to  furnish  a  large  amount  of  water  at 
any  point  to  which  the  system  extends.  When,  as  is 
usually  the  case,  one  water-supply  system  serves  both  pur- 
poses, the  system  must  be  able  to  meet  the  requirements  of 
both  classes  of  service.  There  are  certain  economies  re- 
sulting from  the  use  of  a  combination  system,  economies 
both  in  construction  and  in  operation.  There  may  be  some 
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respects,  too,  in  which  the  combined  system  is  more  ex- 
pensive than  separate  systems  would  be.  In  general  tin- 
haa  HO  many  advantage*  that  aeparate  systems 
are  aeldom  used.  Because  of  the  fact  that  water  plants 
serve  two  wi.l.  l\  dirtVn-nt  purposes,  uhi.-h  makes  the  m- 
vestroent  somewhat  higher  than  it  .  uld  be  f 
service  separately,  it  becomes  necessary  to  apportion  the 
property  NO  that  each  branch  can  be  sssnssnd  with  its  fair 
share  of  interest,  profits,  and  d«  «HL 

!  11  an  attempt  to  determine  the  cost  of  each  of  the  two 

class**  of  service,  as  a  basis  for  charges  for  each  class, 

aa  well  as  for  in-ii\i.iual  consumers  or  classes  of  consumers, 

important  that  we  lia\<    in  mind  what  the  nature  of 

these  costs  is.     Because  the  two  branches  of  service  are 

by  the  same  utility  it  follows  that  many  of  the 

expenses  involved  are  joint  expenses.    Water  is  taken  from 

the  same  source  of  supj  y  often  the  same  boilers 

au.l  pumps  an-  us«.l  m  ry  is  effected  through  the 

mains.    It  is  impossible  to  actually  keep  the  expenses 

of  thr  two  classes  separate.    Some  method  or  methods  of 

apportionment  must  be  resorted  to.    What  these  methods 

should  be  must  depend  largely  upon  the  nature  of 

uses  and  the  elements  which  cause  them  to  be  present. 

iods  followed  by  the  Commission  in  making  water 

rates  have  been  explained  ratlin-  fully  in  Chapter  X  so 

in  this  .  the  discussion  may  be  confined  to  the 

types  of  schedules  and  methods  of  charging  \s 
have  been  in  use  or  which  are  recommended  by  the  Com- 

( ''.m mission's  method  of  fixing  water  rates  may  be 

t..  on  th«-  Around  that  it  does  not  lead  to  the  full 

ation  of  the  theory  of  demand,  consumer,  and  output 

costs,  on  which  it  is  based  sense  that  these  elements 

i  in  a  u.  11  adjusted  schedule  of  electric  rates, 

it  is  t  the  schedule  of  water  rates  is  not  perfect 
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Because  of  the  manifest  impossibility  of  determining  mathe- 
matically  correct  ratios  for  tin-  distribution  of  demand 
expenses  and  because,  in  tin-  case  of  very  large  users,  tin* 
business  of  a  water  plant  becomes  subject  to  competition, 
it  is  tme  that  tin-  theory  of  demand  rates  for  general  water 
service  cannot  be  fully  carried  out  in  practice.  All  that 
is  claimed  is  that  such  rates  as  those  outlined  above  con- 
st it  ute  a  step  in  the  right  direction  and  about  as  great  a 
step  as  the  practical  matters  involved  make  possible.  In 
no  other  line  of  public  utility  business  is  the  quality  of 
the  service  furnished  of  as  great  importance  as  in  that  of 
public  water  supply.  Poor  electric  lights  or  low-grade 
gas  are  serious  because  they  affect  the  convenience  of  the 
users  very  materially,  but  the  problem  of  improper  water 
service  is  only  to  a  relatively  small  decree  a  question  of 
convenience.  The  condition  of  public  health  is  so  closely 
related  to  the  purity  and  adequacy  of  the  public  water 
supply  that,  important  as  the  question  of  convenience  may 
be,  it  is  overshadowed  by  the  more  vital  matter  of  the 
public  health. 

There  are  two  requirements  which  the  needs  of  public 
health  put  upon  the  water-supply  systems.  Under  modern 
conditions  of  life  the  sanitary  requirements  of  urban  popu- 
lations require  a  rather  large  quantity  of  water  which  must 
be  available  at  prices  which  will  not  discourage  its  proper 
use.  One  of  the  advantages  claimed  for  a  minimum  bill 
rate  as  distinguished  from  the  service  charge  rate  is  that, 
with  a  minimum  bill,  consumers  are  encouraged  to  use 
water  up  to  the  amount  coming  under  the  minimum,  which 
amount  is  usually  sufficient  for  sanitary  purposes.  With 
the  service  charge  rate,  there  is  a  charge  for  each  unit  of 
consumption,  which,  it  is  claimed,  discoura^-s  the  use  of 
even  the  minimum  amount  of  water  required  for  proper 
sanitation.  It  is  stated  that  in  Milwaukee,  even  with  a 
uniform  rate  of  only  six  cents  per  thousand  gallons,  with 
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no  minimum  I'll!,  tin*  effect  of  the  rate  w  to  cut  the  eon- 
"f  large  classes  of  the  population  far  below  the 
.iry  reqn 

Investigate  ilwaukee  have  stated  that  it  wan  not 

•  I  places  where  toileta  were  flushed  only  once 

li  a  rate  of  six  cent*  per  thousand  gallons, 

vide  an  adequate  supply  of  water 

for  a !  for  an  average  fain- 

is  shows  the  importance  of  an  understanding  of 
•ervice  conditions  in  connection  with  ratc-mak 

Quality  of  water  rather  than  the  extent  of  the  supply 
is  the  other  important  element  in  the  general  service  of 
a  wat«-r  utility.  The  neoessi  ure  water  is  HO  \\-ll 

•  st.M.,1  that  it  is  surprising  to  find  an  large  a  number 
of  contaminated  supplies  as  still  exist    Methods  of  purili 
n  are  not  well  understood  in  the  sn  nits,  and 

le  generally  have  not  placed  so  high  a  value  on  the 
public    \vat.-r   supply  tha'  will    hear   the  frequently 

heavy  cost  of  developing  pure  supplies.     The  case  of  the 
La  Crosse  water  works  is  Otast  The  eity  of  La 

Crosse  took  its  water  from  the  Mississippi  iiieh  was 

so  badly  contaminated  that  the  water  was  unfit  for  general 
use.  ng  all  possible  methods  of  remedying 

the  situation  the  < 'mmnission  ordered  the  city  to  abandon 
its  river  supply  and  [»  a  set  of  wells  from  which 

the  supply  should  be  obtained.    This  new  source  of  supply 
is  now  in  use. 

Another  n.juirement  of  service  is  that  imposed  by  the 
necessity  for  adequate  fire  protection.     In  a  number  of 
cases  the  Commission  has  found  it  necessary  to  order  im- 
provements in  order  to  secure  adequate  fire  prote- 
in Sheboygan  reinforcement  of  the  distribution  system 
n  of  large  auxiliary  mains  leading  directly 
e  areas  affected,  was  ordered      At  Heaver  Dam  the 
problem  was  one  of  s  and  new  toilers  and 
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pi  imps  were  required.  Grnrral  improvement  of  the  system 
was  ordered  for  Antigo,  in  order  that  I'm-  pi-nt.-rt  ion  would 
1><-  a«lr<|ii;itr.  K\t elisions  of  mains  to  stT\v  outlying  d is- 
tri.-ts  have  been  ordm-.l  in  a  number  of  other  cases,  notably 
in  Madison  and  Beloit. 

Aside  from  the  regulation  of  rates  and  service  the  Com 
mission  has  made  valuations  of  a  considerable  number  of 
water  plants  for  purposes  of  municipal  purchase,  but 
are  discussed  at  another  point  in  this  book. 


m 

THE  INDETERMINATE  PERMIT  AND  CONVENIENCE  AND 
NECESSITY   LAWS 

To    i  MII  necessary  duplication    of   puhlie    utility 

properties  in  the  future;  to  accomplish  a  thorough  regula- 

of  existing  plants  by  state  control  of  rates,  * 
and  securities,  and  to  subject  these  utilities  to  num. 

liase  at  the  will  of  the  community,  are  results  attained 
•  nee  and  necessity  ami  indet.  rminate 

it  laws  adininist-  'he  Railroad  Commission. 

The  first  of  these  statutes  applies  only  to  proposed  ex- 
tensions or  new  undertakings.  Before  a  railroad  or  utility 
may  1.  it  must  secure  the  Railroad  Commis- 

s  approval — a  provision  designed  to  obviate  unneces- 
sary duplication  of  properties.  The  certificate  issued  by 
the  Commission  is  fundamentally  a  franchise.  It  is  granted 

fused  only  atVr  puhlic  hearing  and  may  be  revoked 
l>y  the  Commission  for  failure  to  utili/e  the  same  within 
one  year  after  date  of  iss  do.trines  iim.lv.  -.1  here 

are  an  aband  of  the  principle  of  free  competition; 

a  recognition  at  these  enterprises  are  vir- 

tually monopolies.  Laws  enacted  in  nineteen  different 
states  now  require  the  use  of  certificates  of  convenience  and 
necessity  by  ailmads.  utilities,  or  both,  for  new 

•.  kings.* 

1  See,  1797—44-52   (Ch.  454,  Law*  of  1907)  and  Section  1797  m 
n,  Revised  Statutes  of   1 

iiona,  California,  Connecticut,  Idaho,  Illinois,  Indiana.  Kan- 
•4  Maine,  Maryland,  MawachuaetU,  Michigan,  Miawmri,  New  Hamp 

n 


KAII.KOADS  AND  IM'HLlr   r  1  II.I'I  ll> 

All  existing-  franchises  of  ut ilities  in  \Vis(-«uisin  regard- 
less of  term  limitation  wen-  revoked  under  a  law  enacted 
in  1!M1.  and  tin-  companies  have  beei  indeterminate 

permits.      This    h-«rislati\.  unit    \v;i  i.-il    l»v    a 

law   in    l!Mi7   which  gave  the  companies   the  option  of  sur- 
rendering their    franchises  and    receiving   in    lieu    tl; 
indeterminate    permits.      Doubt   as   to   the   legal    ri|/i 
directors  and  stockholders  to  make  the  surrender  without 
the  rollout  of  hondholders.1  the  practical   impossihility  of 
ascertaining  all  bondholders  and  securing  their  consent, 
and  the  ill-conceived  idea  of  the  value  of  their  franchises, 
deterred  a  large  number  of  utilities  from  voluntarily  com- 
ing under  the  law.2 

I  low  this  much -discussed  optional  statute  operated  is 
indicated  in  a  letter  written  by  Commissioner  Krickson 
under  date  of  December  17,  1913,  to  Professor  G.  A.  Ges.-ll. 
.Minneapolis-.  Minnesota.  An  extract  from  the  relevant 
portion  of  that  letter  follows : 

I  have  taken  these  figures  for  the  year  1011.  as  that  year 
marked  the  end  of  the  period  in  which  companies  could  volun- 
tarily surrender  their  franchises.  1  find  that  at  that  time  there 
were  140  private  electric  utilities  reporting  to  the  < 'mimiissioii,  of 
whom  53  voluntarily  surrendered  their  franchises.  There  were  40 
private  gas  companies,  of  whom  15  had  surrendered  their  fran- 
chises; 31  private  water  utilities,  with  19  franchises  surrendered; 
and  14  heating  utilities,  with  7  franchises  surrendered. 

The  following  table  shows  the  total  property  and  plant  of 
companies  which  voluntarily  took  the  indeterminate  permit,  and 
the  total  property  and  plant  of  all  private  utilities  reporting  for 

shire,  New  York,  Pennsylvania,  South  Dakota,  Vermont,  West  Vir- 
ginia and  Wisconsin. 

1  Farmers  Loan  and  Trust  Co.  of  New  York,  acting  as  trustees  for 
the  bondholders  of  the  Racine  Water  Works  Co.,  have  begun  litiga- 
tion in  the  federal  court  for  the  Eastern  District  of  Wisconsin  to 
determine  the  legality  of  this  principle. 

•John  H.  Roemcr,  "Certain  Important  Provisions  of  the  Public 
Utility  Law  of  Wisconsin/'  5. 
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the  year;  aluo  the  total  operating  revenue  of  all  companies  vol- 
•  tin*  iiidrt«*rtiiiiiaif  j.. -m.it  and  the  total  operating 
revenue  of  all  private  utilities  r<  the  year;  and  alao 

the  percentap  ••  existing  between  the  eompaniea  which 

took  the  indeterminate  pen  he  total  of  all  eompaniea. 


total  prifafc 


l  is.|,,-..;7s  it 


H.  n 


|u  .:,.!..  H7    «7 
1378,410  71 


17.2 


Tou  will  •  hone  eompaniea  are  n-  d  be- 

the  i  at uro  did  in»t  apply.     T«  !«  phone 

companies  in   this  Mat>  t«l   nnuiiripal   franrhiwH.     ] 

franehiaea  were  granted  <lir«(ly  by  the  state  and  consequently 
there  waa  no  municipal  franchise  to  surrender. 

1 1  soon  became  it  w.-ul-i  many  yean 

p.irpose,  ao  the  legislature  oi 
serve  power  of  the  constitution  to  alter  or 
repeal  corporation  franchises,  amended  every  ntil 

tate,  making  it  an  iii.l.-t.-nninate  permit. 
law  gives  a  uniform  anchise  permits  and  subjects 

all  utiliti.s  to  tlu-  t.-rms  of  tin-  I'uldir  I'tility  Law.     The 
vali  i  is  legislation  has  been  sustained  by  the  su- 

irt  of  the  state. 

Iftral  right  to  grant  a  franchise  is  based  on  the 

f-  .:!   it  will  iniiiistrr  in  some  capacity  to  public 

;iu«-iit  of  the  1'uldic  I'tility  LAW, 

hises  were  grai  pulilic   utility   rompanies  by 

us  the  a  '•  the  state.     Soinetiines  these 

a    limit  .:rs  an<l   at    (»tlu«r 

times  PCM;  oft. -n  •  .is  to  all  pot- 
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sible  competitors.     Because  of  changing  and   unforeseen 

ron. lit  ions,  such  as  improvements  in  the  utility  busim  ss  ami 
tin-  rapid  increase  of  population,  it  was  practically  im- 
possible to  frame  a  franchise  that  would  cover  the  require- 
ments arising  through  a  term  of  years.  Several  of  the  fac- 
tors that  prompted  the  legislature  in  abrogating  all  fran- 
'  ;  i-  >  \\.  IT  tln-ir  incoii^rilnlls  provisions,  their  inconsisten- 
cies and  their  utter  failure  to  secure  prop,  r  iv/iilation  by 
this  system. 

To  clearly  distinguish  public  advantages  under  the  in- 
determinate permit  law,  a  review  of  regulation  through 
franchise  provisions  will  be  necessary.  The  franchise  for- 
merly held  by  Wisconsin  utilities  has  been  defined  as  "a 
grant  by  the  state  of  special  privileges  and  immunities  and 
with  corresponding  obligations  and  1  responsibilities  on  tin- 
part  of  the  grantee,  that  it  is  always  the  creature  of  the 
state  and  in  Wisconsin  is  subject  under  constitutional 
reservation  to  revocation  or  amendment;  that  the  accept- 
ance of  the  grant  implies  an  assumption  to  furnish  reason- 
able service  to  the  public  at  a  reasonable  charge  and  that 
though  under  the  conditions  existing  prior  to  direct  state 
regulation  by  a  Commission,  there  was  virtually  no  • 
cise  of  the  regulatory  powers  which  were  in  the  legislature. 
yet  these  powers  existed  and  every  franchise  was  subject 
to  them." 

Many  of  the  perpetual  franchises  were  so  devoid  of 
limitations  that  more  power  was  imposed  in  the  utilities 
than  should  be  exercised  by  a  private  corporation  serving 
a  public  need.  Their  terms  operated  as  a  barrier  to  secure 
•  adjustments  of  differences  that  develop  from  time  to 
time  in  a  growing  community.  The  very  perpetuity  of 
the  provisions  was  viewed  as  a  valuable  rijrht  that  led  to 
overcapitalization  and  made  the  managements  arrogant 

1  Halfonl   Krickaon,  Unpublisli.-.I  artirlf  mi   Iinlph'rininatc   I'. -runts. 
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am!  nnuilling  to  make  the  improvement*  and  rearrange- 
ment of  service  deemed  necessan  .-•  regulation 
in  i 

ial!\   serious  u  s  against  the  short- 

franchisv.     The  limitation  of  term  made  rate*  nn 
necessarily  high  in  «»nl.  r  to  secure  a  •  f  tlio  capital 

invested  ;  •<!  of  operation  .\pind      Where 

i^rlit  to  operate  inate  no  allowance  < 

••.•elation  is  required  for  the  restoration  of  original 
ti  vested.    Rates  to  consumers  can  be  reduced  com- 
•'y.     l'.i;t  ti.-    uncertainty  of  securing  a  renewal  of 
11  lin  iichise  grant  to  restrain  tli.-  .11  trance 

!    into  x,-s;    limited    the   extensions   of 

service  lines  and  COIUIIIUM 

management  to  allow  its  plant  and  service  to 

*s  loss  nii^'ht  not  be  so  great  at  the  day 

of  franchise  •  »n.     Such  coinlii  pi.  ntly  cora- 

1  the  company  t  into  politics,  which  1.-<1  to  all 

sorts  -  \\ith  OOUD8Q0J  to  obtain  a  renewal.    The 

shirking  of  many  of  the  responsibilities  that  have  later 

been  imposed  nn.hr  tin  i-  nate  permit  were  not  only 

it..l  hut  complacently  borne  by  the  public  under  a 

system  of  franchise  control. 

Again,  nn.h-r  ti  anchisc  regulation,  some  cities  pro- 
ceeded on  the  po  I  low  rates  and  good  service  could 
be  secured  only  through  competition  Several  plants  were 
awarded  franchises  to  render  service  in  one  locality.  Time 
and  experience  have  demonstrated  this  to  be  a  mistaken 
economic  theory.  Two  utilities  covering  the  same  t 

double  the   investments — buildings,  equipment   and 
I'ution   systems — and  each   must    maintain  separate 
i  ess  organizations.    Tiider  this  method  t\\«>  plants  are 
red  to  do  uhat  on.-  plant  could  as  well  accomplish  at 
less  expense.    Economic  waste  is  the  result    Compel 
thus  secured  is  usually  of  short  duration      It  couHu* 


336     RAILROADS  AND  PUBLIC  UTILITIES 

self  largely  to  first  choice  customers.  Once  a  consumer  is 
connected  to  one  system  he  finds  it  impossible  to  change 
to  another  plant  without  a  greater  expense  than  any  pos- 
sible saving  in  rates.  This  contest  for  new  eusimners 
often  results  in  rate  wars  that  inevitably  culminate  in  one 
or  both  companies  going  bankmpt;  the  service  to  the  pub- 
lic is  seriously  crippled  and  in  the  end  one  plant  buys  the 
other's  property.  The  enterprise  is  then  made  the  object 
of  new  stock  issues  often  in  excess  of  the  combined  valua- 
tions, thereby  saddling  the  public  with  additional  burdens. 
Or  perhaps  a  compromise  between  the  utilities  may  be  ef- 
fected. The  companies  either  divide  territory  or  agree  on 
rates.  Competition  as  a  regulator  is  then  dead. 

Reason  for  the  failure  of  regulation  through  competi- 
tion is  to  be  found  in  the  fact  that  these  utilities  are  es- 
sentially monopolistic.  There  may  be  competition  between 
merchants;  there  cannot  be  continuous  competition  in  util- 
ity properties.  This  is  because  of  the  character  of  1 1n- 
utility  business.  The  cost  of  production  of  a  merchant's 
goods  is  not  increased  by  the  number  of  stores  in  a  city. 
In  the  gas  industry  which  uses  the  public  streets,  duplicate 
investments  are  necessary  in  order  that  two  companies  may 
serve  consumers  on  one  street.  An  increase  in  investment 
means  an  increase  in  cost  of  production  and  high  rates 
for  service.  If  gas  could  be  bought  in  a  pail  at  a  store 
and  carried  home  the  situation  would  be  analogous  with 
that  of  the  storekeeper. 

To  eliminate  the  evils  under  franchise  regulation  the 
legislature  adopted  the  indeterminate  permit  law. 

Like  the  franchise,  the  indeterminate  permit  gives  the 
utility  the  right  to  occupy  streets  for  the  purpose  of  de- 
Ihering  a  needed  service  to  the  public,  subject,  however,  to 
all  the  terms  and  requirements  of  the  Public  Utility  Law. 
Another  reason  why  competition  should  be  restricted  is 
that  duplicate  equipment  crowds  the  streets  and  highways 
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\\ith   in;  us.     Mnrvovi-r.  under  <*m«l 

exixtinr  i*  subjected  to  far- 

reaching  regulation      It  must  maintain  good  service;  pro- 

edetl  extensions,  and  keep  it*  plant  in 

at  a  financial  low.    Un<l<  r  <-um- 

.staii.-.-s  tin-  l.-^islaturr  in  riia.-tiiitf  tin-  iinL-t.-rininat.-  p.  runt 

law  I  t  reasonable  protection  from  competition 

•i  it*  field  was  but  just 

Speaking  of  the  effect  of  •In;  both   upon  the 

rates  and  the  cost  of  the  service,  Commissioner  Krickson 

In  connection  with  tho  nj  iflcates  of  conven- 

ience »  and  necessity  that  have  eome  before  the  Wisconsin  Com- 
mission, I  have  often  had  occasion  to  investigate  the  effect  upon 
the  e\  ility  and  customers  as  well  as  upon  tl 

up  its  business  with  an  additional  plant    la 

these  in  vent  ip  r          i    luive  almost  invariably  at  such  a 

«•   biuunces  would   have  greatly  reduced   the  net 

earnings  of  the  existing  plant,  while  at  the  same  time  it  would 

have  cost  per  unit  of  service  to  the  public. 

A  ill  not  p.  -r:n  it  me  to  pi  into  details.  But  in  one  ease  where 
the  city  officials  desired  to  erect  a  muni.  -ipal  plant  for  the 
pose  of  lighting  its  streets  and  public  buildings,  it  was  found 
that  the  granting  of  this  ap|>!i<ah»n  \\oul.l  have  decreased  the 
revenues  of  the  existing  company  by  considerably  more  than  twice 
as  much  as  it  would  have  decreased  its  expenses;  that  it  would 
have  caused  an  increase  of  aboir  .  -«-nt  in  the  cost  to  the 

of  the  street  and  other  pnhli<-  liirhtinir;  that  it  would  have 
increased  the  cost  per  kilowatt  ivate  lighting  and 

power  users  of  the  city  by  nearly  20  per  cent;  and  that  these  in- 
ereases  in  the  costs  were  far-reaching  enough  so  that  under  rates 
that  were  high  enough  to  cover  them  it  \\.uiM  have  been  impos- 

to  expand  the  electrical  business  or  even  to  retain  all  of 
the  business  the  existing  plant  then  had.    To  have  granted  the 

••ate  under  such  conditions  could  hardly  have  been  in  line 

'Commissioner  Eriduon,  AddrcM  at  Cedar  Point,  Ohio,  July  23, 
1914. 
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with    public    ]  because  tho   <•< niiicatc   was  not 

prantril.  i        '  i>si<m   has  been  bitterly  <-rii  iri/.ol.  imt  only  by 

local  interests  hut  hy  persons  outside  of  the  state. 

The  essential  differences  between  the  franchise  ami  the 
indeterminate  permit  are  to  be  found  in  tin-  fact  that  : 

l-'irst     The    indrlcrniinate   permits   recognize   the   mo 
nopolistic  character  of  these   utilities  and    prohibit    new 
emu  petition  until  public  convenience  and  necessity,  as  de- 
termined by  the  Railroad  Commission,  require  the  opera- 
tion of  a  second  utility. 

Second — The  i  i^lit  to  operate  is  indeterminate,  subject 
to  the  consent  of  the  city  to  purchase  the  property  at  any 
time  at  a  price  to  be  fixed  by  the  Railroad  Commission. 

The  principle  embodied  in  the  indeterminate  permit 
was  early  reco«rni/.ed  in  Massachusetts  in  granting  fran- 
chises to  street  railway  companies.1  Wisconsin,  however, 
was  the  first  state  to  substitute  it  for  the  special  franchise 
and  give  the  law  a  general  application.  If  commission 
regulation  were  to  enforce  proper  service  and  reasonable 
charges  based  upon  cost  of  operation,  corporations,  oper- 
ating under  special  term  franchises  which  had  not  main- 
tained amortization  funds  to  mature  at  the  expiration  of 
the  terms,  could  give  assurance  neither  to  capital  nor  to 
the  public  being  served  of  a  maintenance  of  satisfactory 
conditions.  The  indeterminate  permit  offers  a  remedy. 
It  aids  in  carrying  out  the  chief  purpose  of  regulation 
which  has  been  succinctly  summarized  by  the  supreme 
court  thus:  "Service  as  efficient,  as  practicable,  at  as  low 
rates,  as  just 2  and  practicable,  under  the  circumstances  of 
each  particular  situation.1* 

1  Charles  Francis  Adams,  Secretary  Massachusetts  Special  Com- 
mittee (1898),  "Relations  Between  Cities  and  Towns  and  Street  Kail 
ways,"  17.     The  Annals  of  th,   J  icadcmy  of  Political  and 

Social  Science,  May,  1914,  LI  1 1,    1 ::«;. 

' Calumet  Service  Co.  v.  Chilton,  148  Wiw«,i.-ii.   K1. -ports,  :',:',•!  364. 
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N<>  xplanatton  of  the  purpose  and  Mope  of  the 

law  can  be  fomul  than  that  contained  in  one  of  the  Com- 
mission 'H  •  arly  .Iccisions,  which  h 

a  surrender  of  iu  franchise  and  accepting  in  lieu 
•  niiinate  permit,  a   public   utility   nr.juin*,  in 
effect,  a  legally  protected  roono|M>ly  and  the  right  to  continue  ita 
public  aenriee  Such  monopoly  cannot  be  destroyed 

except  it  be  established  that  public  convenience  and  necessity  re- 
ft aeeond  public  utility  t<>  engage  in  the  same  business  in 
the  municipal  to  meet  the  public 

exigencies  as  they  arise,  and  by  ing  its  public  functions 

service  C«M  .  may  maintain  its  monopoly 

of  the  buxiness  as  long  as  it  continues  operation.  Neither  can 
ita  enjoyment  of  such  monopoly  nor  it*  remain  in  the 

public  service  be  terminated  by  the  municipality,  except  upon 
payin-  of  -just  compensation"  for  all  its  "pro|*?rty  ac- 

tually lined  and  useful  i'..r  the  convenience  of  the  public,"  As  a 
consideration  fur  the  valuable  privileges  thus  guaranteed,  the 
law  provides  that  the  term  of  the  license  or  franchise  authorizing 
the  maintenance  and  operation  of  the  plant  be  detenuinable  at 
the  will  of  the  municipal: 

In  tin-  sain.-  litigation  the  Commission  previously  held 

indeterminate  permit  18 

more  valuable  than  the  ordinary  special  franchises,  because  the 
company*  now  has  a  legally  -d  monopoly  and  is  subject 

to  no  different  supervision  and  regulation  than  it  would  have 
been  had  it  continued  to  operate  under  its  original  grant  Fur- 
thermore, its  investment  is  now  protected  not  only  against  the 
consequences  of  competition,  but  also  against  the  possibility  of 
total  loss  on  the  expiration  of  the  original  grant  It  can  never 
be  deprived  of  its  property  except  on  the  payment  of  the  fair 
••  thereof  by  the  municipality. 

1  In  re  Appleto*  Water  IPorto  Co.,  1910,  6  W.  B.  C.  It,  119. 

/  ,.'    f/;./<r,m  x.  Applcton  Water  Works  Co.,  1910,  5  W.  R. 
C.  It,  284-285. 
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Moreover,  the  courts  have  held  that  the  scope  of  privi- 
lege acquired  by  sum  ml<  ring  a  franchise  and  taking  out 
an  indeterminate  permit  under  tin-  Public  I'tility  Law  is 
the  same  as  umlrr  thr  <>hl  franchise;  that  the  multiplicity 
of  differences  existing  in  franchises  are  brought  umlrr 
one  system  and  subject  to  a  single  standard — the  require- 
ments of  thr  Public  Utility  Law — and  that  tin  provisions 
<.f  thr  Public  Ttility  Law,  "providing  methods  by  which 
a  municipality  may  become  the  owner  of  a  public  utility 
h  u  si  ness,  by  implication  prohibit  the  municipality  from 
becoming  thr  <»\\  m-r  of  the  plant  in  any  other  way." 

Opposition  to  the  indeterminate  permit  is  based  on  thr 
fact  that  it  changes  all  term  franchises  into  what  are  vir- 
tually perpetual  franchises,  and  that  it  prevents  comprti- 
tinn  by  fostering  monopoly. 

The  tiiM  distinction  is  not  entirely  correct.  Justice 
Timlin  pointed  out  in  his  opinion  in  the  Calumet  Service 
case,  that 

the  indeterminate  permit  obtained  upon  surrender  of  UK   |>n •< ;.\ist  - 
ing1  fran<  "t  necessarily  a  perpetual  permit  subject  only 

!•»  tin-  conditions  presently  prescribed  in   the  Public,  Utility  Law. 
That  law  is  subject  to  repeal  or  amendment  by  other  statutes. 

Likewise,  the  supreme  court  has  had  occasion  to  point 
out  that  such  utilities  have  not  all  the  characteristics  of 
a  monopoly.  In  the  same  case  the  court  said: 

So  while,  in  common  parlance,  it  is  proper  to  charact< 
the  exclusive  prmle-e  iii  question,  a  monopoly,  it  is  one  pur- 
chased by  L'ivini:  an  equivalent  to  the  public,  as  in  case  of  a  pat- 
ent allowed  by  the  federal  government.  It  is  a  grant  for  a  pub- 
lic, not  for  a  private  purpose,  and  not  a  grant  of  <hat  which, 
without  it,  would  be  of  common  right.  It  has  none  of  the  essen- 

1 148  Wisconsin  Report*. 
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lie  monopoly  M  offensive,  anciently,  in  the  eye  of  the 
lav.' 

.    thr  iti'l.  t.-rmiiiate  permit  in  oft  -red  to  an 

an  r\rlusi\r  privilege,  an  ex  n  <>f  the  law  ahows 

Tli.-  statute  etnpowera  the  1 

road  Commission  at  un\  tun.-  to  a<lniit  a  competing  utility 
if  after  a  public  In-.  appearx  that  public  conven- 

ience and  iieeeKsit  n<(inn-  surh  romp, tition.  The  exist- 
ence of  t  i  «  n  forces  good  behavior.  In  no  in- 
atanee  ha  >  nret»Hsary  for  tin*  Commission  to  grant 

•  nut   tn  atioth.-r  utilr 

•poly  of  than  just  ratea. 

Thuaaftrr  «|u..tinir  ti  the  in«l«-t«-niiinate  per- 

mit la\\ .  thr  supreme  court  baa  wii-1 : 

••  purpose  of  it  (indt-ti-nninuto  permit  law)  U  obviona.    The 

intent  was  to  give  tlu-  h-. !.!••!-  «>f  an  imlrtrrminate  permit  within 

the  scope  thereof,  n  n  so  long  as  the  convenience  and 

neeessity  of  the  puhlir  >h-.-u.l  he  reasonably  satisfied,  yet  to  se- 

..  lu'tit  of  tlu-  r  \eess  of  a  fair 

i  upon  tin*  invrxtiiirnt.  un.i  •  ration.  I. 

!   the  best  practical  service  at  the  lowest 

•i:n«l  of  nlitnining  a  permit  undrr  thr   law  is 

iv  n. >  utilities  an-  in  ••  within  a  iiiuni- 

of  the  entrr 

D  which  the  larger  portion 
«.f  tin-  utility  uill  «•:  ilege  of  using  its 

ts.    When  this  appli-'.  •  recogniy 

law  aa  an  iu«l« •trnninat.-  permit  sul»ji-et  to  all  of  tin-  p 

•ility  Act.     If  a  utilit  is  al- 

ility.  a]':  i  is  made 

J'.unmis  ..f  publie 

1  Calumet  Service  Co.  v.  Ckilton,  148  Wisconsin  Reports,  334, 
*  145  Wisconsin  Report*,  337,  349. 
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coim 'iiirm •«•  an<l  necessity.  Even  if  the  Railroad  Commission 
grants  the  certificate  the  applicants  must  si  ill  i. lit  a  in  a  per 
mit  of  tin-  municipality  to  use  the  public  streets.  Thrsr 
grants  are  surround* •«!  with  all  of  the  safeguards  neces- 
sary to  preserve  the  paramount  purposrs  of  tin-  Public 
Utility  Law. 

The  reeo^ni/rd   prim-iplr  hack  of  the  law  is  that 
laird  monopoly  is  better  than  unregulated  enmprt  it  ion.    Tin- 
statute   operates   to    ndurr    unreasonable    earnings   of   a 
public   utility   company,  and   hence,   forces  the   rat< 
( -nnsumcrs  below  those  which  would  be  inevitable  under  a 
limited   franchise.     By   preventing   unnecessary  comp'-ti 
tion  investments  are  given  greater  stability. 

Under  the  indeterminate  permit  law  no  device  for  profit. 
sharing  or  profit  distribution  shall  be  lawful  between  a 
utility  and  its  customers  until  the  Commission  shall  find 
it  to  be  reasonable  and  just.  Advocates  of  home  rule  and 
the  opponents  of  the  indeterminate  franchise  argue  that 
regulation  can  be  secured  under  a  profit-sharing  scheme  or 
by  a  system  of  amortization.  A  close  analysis  of  the  facts 
from  an  economic  and  social  point  of  view  indicates  <|ifitr 
clearly  that  this  toll  or  tax  is  not  based  on  sound  economic 
principles.1  Commissioner  Krirkson  found  that  "for  five 
typical  lighting  plants  serving  cities  in  which  the  popula- 
tion ranged  from  about  1,000  to  about  350,000  inhabitants 
the  annual  charges  necessary  for  amortizing  cost  of  the 
plants  in  twenty  years  on  a  4-per-cent  sinking  fund  ba- 
sis amounted  to  from  1.33  cents  to  about  2.00  cents  per 
kilowatt  hour  for  the  ordinary  short-hour  lighting  user 
and  from  about  .5  to  nearly  1  per  cent  per  kilowatt  hour 
for  the  average  eight-hour-a-day  power  user.  It  is  hardly 
necessary  to  say  that  these  excesses  in  the  rates  because 
of  the  amortization  charges  are  great  enough  to  be  bur- 

1  Hal  ford  Krickson,  Regulation  versus  Profit  Sharing,  in  Acra, 
Mar.,  1914.  7 
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denaome  to  the  ordinary  user,  and  to  prevent  the  proper 
development  of  the  service,  or  saturation  of  the  terri- 

A   4-per-cent  tax  on  the  groat  earnings  of  the  Mil- 
waukee Street  Railway  system  would  amount  "to  11  per 

:ngs  for  it*  city  service,  to  about 

per  eent  of  the  net  earnings  for  its  suburban  service,  and 

17  per  cent  of  the  net  earning!  for  it*  int.  rur 

ban  service.    Again,  such  a  toll  won  1-1   in.  Tease  the  cost 

passenger  about  1/5  cent  and  the  cost  per  <  ity 

more  than  1.1  c<  r.  it  reduces  the 

ng  car  and  passenger  haul  by  O.f>:5  mil*      In  this  ease, 

a  t<>li  <>f  tins  kind  would  thus  absorb  3  per  cent  more  than 

nt ire  net  earnings  of  the  suburban  traffic,  while  on 

•  Nt  <>f  t)u>  line  it  is  enough  of  a  burden  to  be  a  material 

proper  development  of  the  service." 
a  4-per-cent  tax  on  the  earnings  of  the 
M  MX  in, ...  :  Company  would  increase  the  rate  to  con- 

sumers two  cents  per  kilowatt  hour.  The  public  desires 
reasonable  rates  and  good  service.  A  franchise  burdened 
tolls  or  extra  charges  shifts  undue  burdens  on  the  con- 
suming public  and  deprives  the  customer  of  the  lowest 
rates  consistent  with  the  service  furnished. 

By  providing  that  a  city  may  purchase  a  plant  at  any 

at  a  fair  valuation,  amortization  or  the  writing-off 

of  the  rnst  <>!  necessary.    By  requiring  just 

1  service  through  regulation  it  would  seem  unfair 

!  tin-  customers  to  pay  an  additional  amount  .-ith.-r 

in  t!  <>f  a  tax  or  for  amortization.    The  lower  the 

rates  th.-  more  tin-  >.-r\  I.-.-  is  utilized.1    Special  taxes  may 

make  rates  so  burdensome  as  to  check  the  use  and  devel- 

•f  the  business.    "Among  the  most  striking  exam- 

..f  r.-.lu.-r.l  fares  is  the  in. Teased  density 

I8c*  Ch.   XXI   for  table  showing  rapid  defdopowttt  of 
a  reduction  of  rate* 
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of  traffic  which  followed  the  passage  of  the  two-cent  fare 
law  in  Wisconsin.1 

The  charge  is  commonly  made  that  public  utility  regu- 
lation and  the  indeterminate  permit  law  operate  to  ham- 
per municipal  operation  That  this  is  not  a  fact  is  indi- 
cated by  the  records  of  the  Wisconsin  Commission.  Since 
1907  thirteen  public  utility  plants  have  been  purchased 
under  this  law,  as  follows: 

Cashton  (Elect  riH  $  31,000 

Appleton  (Water  Works) 2.r>f),000 

LakeGeneva  (\V:ifr  Works)  x«i,f,oo 

Manitowoc  (Writer  Won.                       L>:i«»,(KK) 

Brodhcad  (Electric)  . . .                  -10,000 

Manitowoc  (Electric)   .  I 

ifco  (Water  Wf.rks)                            I.'- 

Fond  du  Lac  (Water  Works) :iJ(),(KK) 

A'ater  Works) 415,000 

Kaukauna  (Electric) : .r>(),iMM) 

Whitewater  (Water  Works) 7.r,,(MK) 

O8hkoeh(Wnt.                              626,000 

Beaver  Dam  (Water  Works) i:«,000 

At  the  present  time  the  Commission  is  valuing  the 
million-dollar  plant  of  the  Racine  Water  Works  Com- 
pany, a  $75,000  electric  plant  at  Grand  Rapids  and 
a  plant  of  about  $250,000  value  of  the  Janes ville  Wa- 
ter Works  Company,  all  three  of  which  are  being  sub- 
jected to  municipal  purchase.  The  method  by  which 
a  city  obtains  control  of  a  private  plant  is  imple. 
If  a  vote  of  the  people  determines  that  it  favors  the  pur- 
chase of  a  local  utility,  the  Commission  under  the  law 
must  make  a  valuation  of  the  plant  and  arrange  for  the 
turning-over  of  the  plant  at  a  just  compensation  to  the 
municipality.  While  the  indeterminate  permit  law  is 
by  far  the  most  thoroughgoing  of  any  piece  of  4egislation 
of  this  character  enaeted  in  tbe  I'nited  States,  it  would 

'Judge  E.  Ray  S:  •<  ision  in  Duluth  »Str«  t   K'.iilway  case, 

Circuit  Court,  Dane  County,  July  28,  1914. 
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seem  that  there  is  one  phase  of  legislation  along  thin  lin. 
has  not  yet  been  «l,-\,  |.,p,-,|      The  right 
haae  an  existing  property  should  be  extended  t« 
vate  concerns  so  that,  m  rax.-  th.-  pul.hr  desires,  a  pi 
company  rendering  inadequate  KM 

ties  purchast  ivate  company  at  a  fair  com- 

pensation to  be  fixed  by  the  CoramisHion.    That  this  wouM 
.rther  safeguard  as  a  service  de\  annot  be 

gainsaid.    Such  legislation  has  the  approval  of  Con 
siont  '  f  ('oiiimissioniT  Milo 

..•  first  dixtrirt  N.-u   V..rk  Public  Service 
i 

Thr  puMir  advantages  umlrr  thr  iinl.-t.-nninatr  n.-nnit 
.mrliise  were  \\«-ll  Miimnuri/.-.l  l.y  William 

i..-  sai-l  : 

Under  state  regulation,  which  assures  the  public  adequate  ser- 
vice at  reasonable  rates,8  a  p  of  the  n  from  earn- 
on  and  the  elimination  of  all  possible  risks  to  capital  in- 
vested result  in  benefits  to  all  parties  concerned.    "\Yithout 

.  of  such  monopolies  only  a  1m. it.-. I  suprrviMnn  of  their  af- 
fairs liy  puhlie  authorities  can  be  morally  justified.  This  is  al- 
most axi< 

•  «e  advocates  of  the  short-term  rc>  franchise  will 

discover  soone;  iens  imposed  upon  publie  service 

companies  rest  heaviest  UJKHI  the  public  sen-ed  and  that  in  order 
to  secure  the  best  service  st  the  lowest  rate  the  company  must  be 
given  every  advantage  to  develop  and  prosper.  The  Massachu- 
setts committee  sums  up  the  situation  in  Great  Britain  as  follows : 

e  term  franchise  has  there  been  universal  since  1870 
and  the  rights  of  the  munieipalities  are  so  very  carefully  pro- 
tested that  their  best  interests  have  been  systematically  sac- 

*  Milo  R.  Maltbie,  The  Indeterminate  Franchise  for  Publie  UUli 

he  AnmaU  of  the  American  Academy  of  Political  and  Social 
Science,  May,  1914,  145. 
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rificcd.  The  municipalities  have,  in  fact,  been  so  afrai.l  they 
would  bo  outbargained  that  they  have  as  a  rule  1  airly  over- 
reached themselves;  and  now,  after  a  lapse  of  twenty  years, 
they  are  naturally  served  by  umleveloj.r.1  lines,  with  anti- 
quated appliances,  simply  because  they  made  it  the  distinct 
interest  of  the  companies  operating  those  lines  to  pn>\ide 
nothing  better." 

They  conclude  that  the  indeterminate  permit,  even  without  tin 
provision  for  tin-  payment  uf  a  just  compensation  upon  revoca- 
tion of  the  prant  by  the  municipality,  has  given  a  greater  security 
to  capital  and  induced  markedly  better  service  conditions. 


B    xvi 

REGULATION   OF  STOCKS   AND   BONDS 

Before  railroads  and  pul>li<-  utilities  can  issue  securities 
in  Wisrnnsiii  they  must  first  obtain  th.-  approval  of  th»- 

<»ad  Commission.  The  original  Wisconsin  stock  and 
was  enacted  in  1907,  the  provisions  of  the  Texas, 

Massachusetts  and  the  Minnesota  laws  being  used  as 
a  basis.1  Investigations  indicate  that  Texas  was  the  first 
state  to  enact  a  statute  of  this  character,  but  it  was  appli- 
cable to  railroads  only.  Under  it  the  Railroad  Commis- 
sion was  given  power  to  approve  bonds  that  did  not  ex- 
ceed the  value  of  the  property  as  fixed  by  the  Commis- 
.«•  Massachusetts  law  applied  to  the  issues  of  stocks 
and  bonds  of  railways  and  street  railways  and  the  Minne- 
sota statute  to  the  stock  issues  of  railway  corporations. 
Just  before  the  Wisconsin  law  was  finally  enacted  the  Min- 
nesota law  was  declared  unconstitutional  as  an  unlawful 
delegation  of  legi>lati\v  powers.  This  necessitated  a  corn- 
change  of  the  provisions  of  the  pending  legislation 
and  tin*  eiuietment  of  a  much  weaker  statute  than  was  orig- 
inally int.  n.  be  present  law,  enacted  in  1911  and 
amen<i« i  in  1913,  preserves  many  of  the  basic  administra- 

features  of  the  1907  act.  It  is  more  comprehensive, 
however,  in  correcting  the  evils  it  was  intended  to  remedy. 

1  In  re  Southern  STifcoium  Bailvay  Co.,  1907,  2  W.  R  C.  R,  M. 
The  Texas  law  became  effiv  i  8,  1893.  For  a  remnrf  of 

aecompliahmento  under  the  Texas  law,  KC  Charles  B.  Potta,  Article 
in  Thf  Annals  of  the  American  Academy  of  Political  and  Social  lot 

,  Mav  :n.  162. 

in 
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Necessity  for  this  legislation.  n-il.-eted  in  the  passage 
of  laws  of  varying  snip,-   in  t\\.-nt\  .me  diil'm-m   si, 
is  found    in   tin-  evils  of  in.      Watt-ring  of 

seeurities  makes  tin-in  sp.-eiilative  instrad  of  stable,  k.'.-pini: 
bona  fide  investors  out  of  an  otherwise  attractive  Held. 
Tin-  small  investor.  who  otherwise  ini^ht  plaee  his  iin.ii.-y 
in  local  publie  utility  seeurities,  aiding  thereby  to  estab- 
lish  more  amicable  relations  bet\\<«  n  the  public  and  tin- 
utility.  turns  aside  to  make  his  inv.  -stmeiits  in  more  certain 
lie  Ids.  This  is  because  excessive  capitalization  weakens 
the  assets  and  diminishes  or  makes  doubtful  the  exp< 
profits.  Moreover,  to  keep  np  interest  and  profits  on  fic- 
titious issues  leads  to  demands  for  rates  that  are  excessive. 
Overcapitalization  increases  the  financial  risk  and  mak.-s 
it  more  difficult  to  obtain  money  for  ne\\  additions  an 
tensions;  it  often  diverts  money  that  should  go  to  upkeep 
and  renewals  to  pay  dividends  on  this  fictitious  stock,  thus 
in  time  deteriorating  the  quality  of  service;  it  is  used  as  a 
"  blind  "  to  show  an  apparently  low  rate  of  return.  If  a 
plant  were  earning  a  profit  of  14  per  cent  on  a  true  cap- 
italization of  $100,000,  public  opinion  would  revolt  and 
demand  a  lowering  of  Fates,  but  if  the  same  plant  shows 
only  a  7  per  cent  return  on  an  apparent  capitalization  of 
$200,000  there  will  be  fewer  protests,  and  criticism  of  tin- 
rate  of  return  may  seem  to  be  without  foundation. 

Many  of  the  railroads  and  public  utility  corporations 
have  been  grossly  overcapitalized  in  the  past.  Shortly 
after  the  1907  stock  and  bond  law  was  passed  the  Southern 
Wisconsin  Railway  company,  which  operates  the  local 
street-car  system  in  the  city  of  .Madison,  applied  for  per- 


1  An  examination  of  all  state  laws  enacted  up  to  Oct.  1, 
showed  the  following  states  had  laws  regulating  security  issues 
through  a  state  agency:  Arizona,  California,  Colorado,  Georgia,  Illi- 
nois, Indiana,  Kansas,  Maine,  Maryland,  Massachusetts,  Michigan, 
Missouri,  Nebraska,  New  Hampshire,  New  Jersey,  New  York,  Ohio, 
Pennsylvania,  Texas,  Vermont  and  Wisconsin. 
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mission  to  issue  $900,000  of  par  value  aerial  bond*.  Inves- 
tigation of  thia  company  disclosed  an  example  of  the  sys- 
tem of  overcapit  .  that  existed  before  regulation. 
The  Commission  said  in  its  decision : 

On  the  basis  of  data  in  possession  of  the  Railroad  Commis- 
it  may  be  stated  that  the  $685,000  par  value  of  bonds  held 
ist  by  the  Citizens'  Saving  and  Trust  company  of  Cleveland, 
Ohio,  more  than  represents  the  full  value  of  the  Madison  street  rail- 
way property;  and  that  neither  the  $450,000  par  value  of  bonds 
held  by  the  Madison  ft  Intel-urban  Traction  company,  nor  the  $50,. 
000  par  value  of  bonds  held  by  the  Southern  Wisconsin  Traction 
1  -ight  company,  represent  any  actual  and  necessary  investment 
in  the  present  Madison  street  railway  system,  not  to  speak  of  the 
$815,000  of  bonds,  par  value,  authorized  to  be  issued,  but  not  yet 
issued  by  the  Southern  Wisconsin  Railway  company.  In  other 
words,  the  authorized  bond  issue  of  the  Southern  Wisconsin  Rail- 
way company  equals,  approximately,  five  times  the  cost  of  re- 
production new  of  the  property  upon  which  the  bonds  rest,  while 
the  outstanding  stock  may  be  regarded  as  a  super-bonus  for  a 
promoter.  In  round  numbers  the  bonded  indebtedness  at  pres- 
ent outstanding  amounts  to  $96,000  per  mile;  total  bonds  out- 
standing and  authorized  $160,000  per  mile;  while  the  cost  of  re- 
production new  today  is  leas  than  $31,000  per  mile.  .  .  .  The 
capital  issues  of  the  Southern  Wisconsin  Railway  company  have 
been  shamefully  inflated  in  the  past 

Because  of  these  large  outstanding  issues  some  compa- 
nies have  naturally  <  \p<  H<  need  difficulties  in  obtaining 
sufficient  funds  to  make  all  necessary  extensions.  The 
Commission  has  had  trouble  in  ordering  extensions  be- 
cause of  i  lity  of  tin  companies  to  obtain  n<l<litional 
funds  by  bond  issues.  Thus  it  must  be  apparent  that  the 
principle  back  of  regulation  of  stocks  and  bonds  is 
that  cap  n  shall  equal  or  closely  approximat  • 
amount  that  has  been  wisely  and  economically  expended 

1  In  re  £<mf  fern  ffuroiwm  Railway  Co.,  1907,  2  W.  R.  C.  B*,  U. 
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in  the  development  of  the  plant.  Of  course,  such  legis- 
lation is  a  blow  to  the  promoter  and  speculator,  who  bond 
plants  for  full  value,  develop  the  property  to  pay  profits 
on  excessive  capital  stock  and  then  unload  tin  plant  upon 
the  unsuspecting  public. 

Of  the  two  methods  of  stock  and  bond  regulation — 
strict  supervision  with  a  commission  authorizing  all  issues, 
or  an  investigation  by  a  commission  for  purposes  of  pub- 
licity with  power  to  prosecute  for  violations — the  former 
has  been  adopted  in  Wisconsin.  The  latter  plan  piv.-s  t ln- 
ut  ility  larger  discretion  in  its  corporate  management. 

The  Wisconsin  law  applies  to  all  railroads  and  public 
utilities  issuing  securities  payable  at  periods  more  than 
one  year  after  the  date  of  issue.1  It  provides  that  the 
purposes  for  which  such  securities  may  be  issued  are:  or- 
ganization expenses,  construction  or  improvements ;  the  re- 
funding of  its  legal  obligations ;  raising  its  stock  and  bond 
issues  when  below  the  actual  value  of  the  property  to  an 
amount  equal  to  such  valuation  and  for  certain  special  rail- 
road purposes.  No  stocks  or  bonds  shall  be  issued,  except 
in  consideration  of  money,  labor  or  property  at  its  true 
value  as  determined  by  the  Commission.  Stocks  must  !>•• 
sold  at  par  and  bonds  at  not  less  than  75  per  cent  of 
the  face  value.  The  law  does  not  recognize  the  principle 
of  stock  issues  without  monetary  value,  although  this  plan 
is  biennially  advocated  before  the  legislature  and  has  the 
approval  of  Chairman  Roemer  of  the  Wisconsin  Com  mis- 
sion.2 This  principle,  however,  is  as  vigorously  opposed 
by  Commissioner  Erickson.8 

An  attempt  is  made  in  the  Wisconsin  statute  to  correct 
the  evils  due  to  large  bond  issues,  and  small  stock  issue, 

•See.  1753-22,  Revi-.l  statutes  of  1!>1 

•  Commissioner  Roemer,  Address  before  Southern  Gas  Convention, 
Mobile,  Ala.,  Apr.  !>:'.,   It'll. 

•  Commissioner  Erickson,  Address  at  Madison,  Wis.,  Jan.,  1909. 
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l.-ave  the  management  of  the  properties  largely  in 
tin-  hands  ,,f  .  lia\«-  littlr  property  interest 

in  t)  IIM  lead  many  times  to  an  un 

lunagemcnt  of  the  properties  with  a  diversion 
frnin  ti  ,IH«».    To  correct  this  the  act 

bonds  shall  bear  a  reasonable  proportion 
i  UK  the  question  of  ratio  to  be  d. 
•ad  Commission  after  investigation.    Usually 
•hinl  stock  and  a  two-thirds  bond  issue,  to- 
alue  of  the  property,  is  al- 
lowed, although  each  case  depends  cntin  ly  on  its  own 
peculiar  circumstances. 

Storks  an. I  honds  can  In-  issii.-d  only  upon  authority  of 
thf   Railroad  Commission.     The  application   made  by  tin- 
itility   sets   forth   tin*   aniount.   charact.-r  and 
I  of   tin-    issue,   thr   purposes  for  which    it    is  to  be 
used  and  a  complete  statement  of  the  financial  situation  and 
history  of  the  corporation  in  such  detail  as  the  Commis- 
sion may  require.     The  proceeds  of  such  issues  can  be 
used  for  no  <  r  poses  than  those  specified  in  the  eer- 

aim  of  sin-li  n -^illation  is  to  put  a  dollar's 
h  of  property  back  of  every  dollar  of  securities  au- 
• 

If  a  utility  is  reorganized  or  several  utilities  are  con- 

:uted,  a  valuation  is  made  by  the  Commission  and  the 

new  stock  and  bond  issues  shall  not  exceed  the  amount  of 

aluc  lix.-d.    The  motive  back  of  this  provision  is  thus 

explained  by  Commissic  ickson: 


Another  evil  fostered  by  the  unlimited  right  to  issue1  MV 
ties,  is  the  unnecessary  and  economically  unwise  consolidation  of 
public  utility  plants  under  one  management    Consolidations  of 
operating  properties  are  sometimes  a  very  prudent  and  econom- 

•  Regulation   of  rtilitun,       Journal   of    tk* 

Weiton  Society  of  Engineer*,  XVIII,  414. 
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ical  move,  but  there  are  times  when  consolidations  are  ciT- 
with  a  view  solely  to  profit  on  the  part  ..!'  those  promoting  the 
consolidation  and  it  is  schemes  such  as  (his  that  arc  now  n  I 
to.     The  opportunity   i»  <  "mbine  two  corp"iMii"n-  and  issue  se- 
curities exeeedini:   tin-  coml)inrd   value  of  their   pt  is  SO 
tempting  that,  in  t'                   i>  of  the  n-julal  ion  of  S.M  1!M|\    issues, 
public  utility  managers  have  oftm  availed  theiu.selves  of  it  in  the 
past,  much   to  the  detriment    of  the   public. 

In  the  determination  <>f  this  value  as  a  basis  I'm-  security 
issues  the  Com  mi  i  M  is  dii-r.-t.  ,|  by  the  statute  not  to  ap- 
praise a  franchise  "at  any  greater  sum  <>r  value  than  tin- 
sum  paid  therefor  into  the  public  treasury  of  the  state  or 
the  municipality  granting  the  same." 

I'.ut  the  power  of  the  Commission  extends  beyond  the 
authority  to  permit  issues  to  be  made.  It  i-  aKo  clothed 
with  the  power  to  investigate  how  the  money  received  from 
the  securities  has  been  expended  and  whether  it  has  been 
used  for  the  purposes  specified  in  the  certificate  authori/in«r 
the  issue.  Stock,  bond  or  scrip  dividends  are  prohibited, 
except  such  as  may  be  authorized  by  the  Commission  for 
the  purpose  of  harmonizing  the  value  of  the  property  and 
the  amount  of  securities  outstanding. 

It  would  seem  that  in  view  of  the  great  variation  of 
circumstances  under  which  security  issues  are  marketed, 
the  lawful  price  of  the  securities  should  not  be  permanently 
fixed  at  a  single  point,  but  should  be  subject  to  designation 
by  the  Commission  in  each  case.  Thus  the  market  and 
other  conditions  existing  at  the  time  could  be  fully  recog- 
nized in  the  determination  of  the  price.  At  present,  a 
6-per-cent  bond  is  permitted  to  be  sold  at  as  heavy  a 
discount  as  a  4-per-cent  bond,  though  the  rate  of  ini 
on  the  bond  should  be  one  of  the  leading  factors  in  de- 
termining the  proper  amount  of  discount.  In  the  ca 
stock,  the  necessity  for  some  flexibility  in  the  sell  in*:  price 
is  sometimes  even  more  urgent  than  in  the  case  of  bonds. 
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On  the  oii>  I.. in  I  a  <  npany  whouc  stock  w  selling  in  tin- 
open  market  above  par  slmuM  not  be  allowed  to  put  out 
new  Htock  at  par,  since  the  <litr.  r^noe  between  the  par 

M  •  ••.i^titutwi  a  bonua  to  the  buyer 
.«•  new  Btock.    A  aingle  example  will  illustrate. 
n"«.  Milwaukee  &  St.  I'.ml  Hallway  ainee  1903  baa  is- 
about  $90,000,000  of  to  ita  stockho 

at  pur.  •>-.  i  stock  waa  selling  on  the  exchanges  at  not 

far  from  $200  a  share,  or  clou  I.I.  value.    The  pro- 

•  Is  of  8  per  cent 

common  storl  Thus  in  th«-  past  ten  years  be- 

sides the  regular  <li\  <>f  stock  have  re- 

ceived stock  «li\ Mcinls  amounting  tn  .  per  cent  to 

100  |  i-ir  Imli lin^s.     During  this  time  the  cora- 

huihling  a  new  In.  < 'oast  and  the  money 

obtain  >i  selling  the  common  stock  at  par  waa  used 

•lie  purp..x,-  .  .•niistruetinii.     Had  there  been  a 

Mai  law  en  the  siihj<  <*  company  to  sell 

ita  stocks  at  y  double  the  am 

of  in  r  t lie  same  secur 

Such  ili-aliu^s  in:!atr  the  c«.st  of  the  road  and  the  sura  total 
of  the  <  '•  securities.  From  the  point  of  view  of 

e  are  more  reasons  why  stocks  should  be 
regulated  than  bonds.    The  latter  are  handled  through  trust 
S  banks  and  large  holding  corporations,  who  see 
that   the  value  is  back  of  the  bonds.    These  issues 
usually  bear  a  fixed  rate  of  interest.    With  stocks  it  is  dif- 
egulated  stocks  easil.  themselves  to  all 

sorts  of  uFisri-iij.u!.. us  prarticrs  for  which  the  public  must 

.•I.  in  the  case  of  some  newly 

organized  compai  raising  of  money  by  the  sale  of 

stock  at  value  is  a  very  difhVult  task,  and  some 

relaxation  from  the  •  standard  may  be 

Sueh  hnuhl   not.  of  course,  go  to 

the  extent  of  sancti..ninur  th<    issuance  of  stock  as  a  pure 
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bonus  or  without  any  substantial  payment   into  tlu-  com- 
pany's treasury;  but   stock,  like  bonds,  should  perhap-  be 
subject    to   such    reasonable    discounts    as    tin-    Coinini 
may   find    to   be    required    by   tlic  exigencies  of  the  par- 
ticular case  in  hand. 

"One  of  the  prim -ipal  arguments  in  favor  of  exempt 
ing  stocks  from  regulation  is  that  such  exemption  U  D 
sary  in  ord. -r  to  secure  the  necessary  capital  for  such  en- 
terprises an<l   the  only  way   in   which    promoters  can  be 
assured    of    reaping    many    profits/'    said    Commissioner 
Krickson.   in  answering  sonic  of  the  critics  of   regulation. 
M  prnpnsitinus,  however,  are  not  sustained  by  facts. 
Experience  upon  tbis  point  shows  that  the  bona  fide  inves 
tor,  who  in  the  end  furnishes  the  capital,  is  much   more 
ready  to  place  his  money  in  public  utilities  in  states  which 
have   adopted    reasonable   systems   of   regulation    than    in 
states  where  there  is  no  such  regulation.    In  fact,  the  ef- 
of  such  regulation  is  to  increase  the  supply  of  such 
investment  funds  and  to  decrease  interest  rates  thereon." 

Opponents  of  state  security  regulation  of  the  kind  now 
in  effect  in  Wisconsin  favor  the  enactment  of  laws  that 
will  merely  give  such  wide  publicity  to  proposed  security 
issues  as  to  nullify  any  attempts  at  watering.1  They  also 
contend  that  the  issuing  of  securities  under  such  a  law 
as  the  present  Wisconsin  law  will  validate  past  issues. 
Upon  this  ground  former  Commissioner  Roemer,  who  holds 
an  opposite  view  from  that  of  Commissioner  Erickson, 
believes  that  "the  English2  Companies'  act  is  a  much 

1  Thomas  Mulvey,  Under-Secretary  of  State  of  Canada,  ' '  Com- 
pany Capitalization  Control,"  Report  on  existing  legislation  in  Can- 
ada ami  elsewhere,  I'.'i:;,  XXXV  et  seq.  This  volume  also  contains 
th<-  report  of  the  Federal  Securities  Commission  and  Ms  the  most 
comprehensive  presentation  of  the  subject  that  has  come  to  the  au- 
thor 'H  attention.  See  also,  La  Follette's  Weekly  for  views  of  Senator 
La  Follette,  Jan.  31,  1914. 

1  //„</..  XXXVII. 
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wiser  measure  for  the  regulation  ..f  the  issues  of  corporate 
securities  than  any  of  the  laws  or  proposed  measures  that 
have  com*  ti<>n  in  • 

argument  that  strict  recitation  >/\\,^  unwarranted 
appr  past  issues  tl  ultiinat.-ly  embarrass  the 

CommiflKion   uhm  a  rate  question  arisen  is  answered  by 

of  the  Railroad  Com- 
mission of  <  id  recognized  an  one  of 

th<-  pns(  nt  ti  stock  and  bond 

law.  r  many  of  the  objections  raised  against 

regulation.    !:,•   s.: 


As  regards  *•  im  approved  by  the  state, 

tin-   i  it    lu-mii.   I  ran  jrive  myself  no 

great  concern  ss  to  il  -  •   su<-h  approval.  public 

utility  commission  does  .  should  be 

good  and  if  it  sees  i<>  it  that  the  proceeds  are  honestly  invested 
in  tl,-  .ikes  care  that  securities  approved  are  not 

diluted  tlm.iiL-  i  with  other  securities  not  approved, 

then  why  should  not  these  securities  be  recognized  in  the  rates  f 
i^gardless  of  any  <i  i  that  confront  those  empowered 

to  regulate  securities,  t  -ion   under  rcirulation  is  so  im- 

measurably better  for  utility  pnt  investor,  as  far  as  can 

now  be  detent  am  at  a  loss  to  understand  the  Jere- 

miah tide  of  those  who  some  years  n  •••!  in  tin- 

same  <-hildlik<>   faith  in  th<>  efficacy  of  regulation  that  some  of 
the  rest  of  us  now  display.     Bn  iderstand 

and  perha})8  agree  with  those  formerly  urging  regulation  and  now 
so  fearful  of  its  result-.  int  out  t  had 

failed  win  led,  instead  of  contc'ndini:  that  it  may 

produce  results  that  h:>  upon  us.     The  evils  of 

overcapitalization  are  familiar  to  us  all.    The  logic  of  regul 
seems  to  me  to  be  irrefutable.    When  pp-p.-rly  carried  on  it  is 
certainly   preferable  to  the  former  condition,  and   until 


Hhleman,  of  the   Issuance  of  Securities," 

The  Annals  of  (A*  America*  Academy  of  Political  and  Social  Sci- 
ence, LIII,  160. 
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thing  more  substantial  than  mere  fears  of  results  that  rnnn.it 
In-  >li,,\vn  :i>  yt-t  !"  Imve  ni:iterijili/e«l  is  nr-ed  a-ainst  the  pro- 
s' of  regulating  securities,  such  regulation  <-erl:iiiily  should 
not  be  rejected  and  a  reversion  to  former  admittedly  bad  con- 
ditions invited. 

A  New  York  court l  has  taken  a  like  view  in  declaring 
that  tlu-  ant hori/at ion  by  the  Commission  does  not  carry 
with  it  guarantee  "that  the  properly  Lack  of  the  stoek  is 
worth  the  amount  thereof."  Chairman  Roemer  does  not 
consider  this  decision  conclusive. 

Under  the  Wisconsin  law  the  penalty  for  issuing  stock 
or  bonds  without  authorization  ranges  from  $500  to  $10,000. 
Certificates  of  preferred  and  common  stock  must  state  on 
their  face  the  privileges  granted  to  preferred  stock  and 
no  change  or  amendment  of  the  company 's  articles  of  in- 
(  01  poration  with  reference  to  preferred  stock  can  be  made 
without  a  two-thirds  vote  of  all  outstanding  stock,  pre- 
ferred and  common.  Formerly  the  fee  charged  by  the 
Commission  for  authority  to  issue  bonds  or  notes  \v;i 
for  each  $1,000  of  securities.  The  1913  legislature  pro- 
vided a  graduated  rate  whicb  goes  as  low  as  10  cent 
b«.nd  or  note  issues  over  $500,000.  There  is  no  fee  for 
stock  issues. 

A  summarization  of  stock  issues  by  the  Commission  in 
the  past  three  years  follows: 

1  People  ex  rcl.  Westchester  Street  Bailway  Co.  v.  Public  S< 
Commistion  of  the  Second  District  of  New  York,  158  A  pp.  Div.  251, 
143  N.  Y.  Supp.  148,  decided  by  Appellate  Division  of  the  Supreme 
Court  of  New  York,  July  8,  1913.    Extract  from  opinion  by  J.  Krl- 
logg,  N.  Y.  Supp.,  152. 

"The  authorization  by  the  Commission  to  an  issue  of  stock 
not  carry  with  it  the  certificate  of  the  state  or  the  Commission  th:it 
the  property  back  of  the 'stock  is  worth  the  amount  thereof.     It  in  !i 
cates  merely  that  the  stock  is  issued  for  proper  purposes.  :m.|.  it    t"r 
property   purchased,   that  it   waa  an   honest  purchase  and    for   tho 
and  proper  use  of  the  corporation. ' ' 
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Thus  far  none  of  the  e\  :t.  n,  .1  un.l.-r  MM -urity 

regulation  has  appeared  in  Wisconsin.    Capital  has  entered 
•  1.1  as  fn-.-ly  as  desired  and  interest  rates  have  not 
been  exorbitant.     Because  the  Wisconsin  law  follows  the 
t  regulation  method,  no  attempt  will  be  made  to  de- 
,i  back  of  the  theory  for  less  stringent  regula- 
The  footnotes  refer  the  reader  to  pul>licati<ms  where 
.ir^uuifiits  in  support  of  tin  re  to  be  found. 

Under  a  separate  st.iti  ted  in  l:M  {  tin*  Commis- 

••»  juliuinistiT  the  BO-callnl  "I'.lu.' 
•h  regulates  the  sale  of  K« 
il roads  or  public  service  corporations.  The 
law  exempts  all  classes  of  government  securities ;  securities 
listed  on  i  Y«>rk  :iM-l  Chicago  exchanges  or  < 

anges  ai>;  '  y  the  Commission;  -  -  of  Wis- 

t  companies  and  of  domestic 

•rations  organizeil  with  $25,000  capital  stock  or  leas. 
Dealers  an-  n  <|iiin  <1  t<»  )>«  licensed  by  the  Commission  and 


See.  1753-48-53,  Barbed  Statutes  of  1913. 
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must  furnish  rompl.-t.-  information  to  the  Commission  iv- 
garding  the  securities  offered  for  sale.  While  the  law  baa 
done  much  good,  such  legislation  can  never  reach  its  high- 
est eflieieney  until  all  other  states  enact,  similar  statutes. 
Many  OQnoemi  evaile  the  law  by  operating  in  honlrrin^ 
states  ami  mailing  their  literatim-  to  lists  in  Wisconsin. 
Deals  consu m mat r.l  through  tin-  mails  \vln-n  the  operations 
are  directed  in  another  state  cannot  be  reached  by  sm-h 
legislation. 

Within  the  state  the  effect  of  the  law  has  oil  the  wlioh- 
been  wholesome. 


MI  \ITI:K   xvn 

WATER-POWER  LEGISLATION 

Tl  tli.-  wat. -r  powers  of  the  state  under  the 

<>1  <»f  th«»  Railroad  Commission  is  but  an  integral  part 

of  the  conservation  n  t  obtain •  i  tin- 

calling  of  the  <•>  :  governors  at  th-- 

Whit,-  Boon,  May   1  "'8,  and  in  the  state  through 

;  .point  in, -nt  of  a  conservation  committee  by  Gov< 
s  O.  Davidson  in  .Inly  following.     This  state  commit* 
inv.-stij/ation  of  tin-  subject  of  water 
powers,  forests  and  soils.     It  n  ,  mmm  n.i.  <1  that  hereafter 

•  •s   for  v  loprm-nt  be   not 

I'ut  "that  a  general  statute  be  framed  upon  the 

sul»jrrt   ami   thr   tfrantiiitf  of   franchisee  be  givn. 

•Mission ."    The  legislature  of  1909,  following  this 

orimirn.lation.  ,l,-,-lin.--l  to  allow  any  franchises  for  water- 

!.ut   appoint.-, I   a  sp.-.-ial   rominittee  to 

;..-   subj.-rt    an«l   ilraft    bills   for  submission  at 

Till   srssion  of  th.-  Ir-rislature.     Wat-  r  legisla- 

.niir  a  sultj.-rt  of  vital  h"..rMalivf  import;; 


1  There  were  other  factors  that  contributed  largely  to  the 
lative  interest  in  water-power  control     In   1910,  President  Charles 

m  Hist,  of  the  University  of  Wisconsin,  pointed  out  that 
at  the  present  time  26,000,000  horse  power  in  the  United  State* 
is  developed  by  coal,  of  which  according  to  leading  authorities, 
15,000,000  horse  power  could  be  more  economically  developed  by 

.  at  an  economic  saving  of  about  $12  per  annum,  or  $180,- 
000,000  a  year.  He  said  that  for  every  horse  power  developed  by 
water  ten  tons  of  coal  are  saved,  making  it  possible  to  i  mite 
150,000,000  tons  of  coal  annually,  or  about  one-third  of  the  output 

MO 
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It  is  not  the  purpose  of  this  chapter  to  develop  tin-  his- 
tory of  the  conservation  movement  in  Wisconsin,  except 

briefly  as  it  applies  to  the  additional  duties  imposed  upon 
tin-  Railroad  Commission  by  tin-  enaetment  of  the  water- 
power  law.  Prior  to  l!'"7  tin-  h-.L'Matuiv  had  from  time 

me  granted  franchises  for  the  development  of  water 
powers  without  eharp-.  Most  of  these  franchises  contained 
the  specific  provision  permitting  the  legislature  to  alt- 

il  them  at  any  time  and  many  carried  the  power  of 
eminent  domain  necessary  to  overflow  lands.  The  court 
had  sustained  the  mill  dam  act  of  1840  on  the  ground 
that  the  land  flooded  by  virtue  of  it  was  devoted  to  public 
use.  Dr.  Charles  R.  Van  Hise,  Chairman  of  the  Wisconsin 
Conservation  Commission,  contended  that  "the  fact  that 
the  state  has  granted  the  right  of  eminent  domain  to  indi- 
viduals and  corporations  would  seem  to  make  it  reasonable 
to  impose  special  conditions,  including  charges  for  special 
concessions/' l  Miles  C.  Riley  made  a  special  investigation 
for  the  legislative  water-power  committee  and  found  that 
of  the  665  water-power  grants  prior  to  1907,  "224  permits 
were  granted  to  improve  navigation  and  to  facilitate  Inj- 
driving,  or  both;  227  for  hydraulic  purposes;  79  to  fa<  ili 

in  the  United  States,  in  addition  to  the  $180,000,000  saved  through 
substitution.   As  indicating  the  consolidation  of  the  large  water  po\\er 
ste,  he  quoted    Herbert    Knox  Smith.   <'<mui  'pora- 

tions,   to   the  effect  that  thirteen   companies   control  horse 

power,  or  more  than  one-third  of  the  entire  developinent  of  the  I'mt-'d 
States.  Commenting  on  the  future  of  water-power  control  and 
development  in  the  Knifed  States.  I'r.  Van  Hise  said:  "\Vln-n  a 
ry  or  two  centuries  hence  the  amount  of  co.-il  has  become  di 
niinish.,1  in  (|iiantity,  and  has  l.ecoine  higher  in  price,  none  .-.-in  csti 
mate  the  importance  to  the  nation  of  this  water  p<>  •  tin  it 

is  that  in  the  future,  he  who  controls  this  1  or  Mn.nmi.i.iio 

iated   possilde  development)   horse  power  controls  the  industries 
of  the  nation."     Such  information  had  a  tremendous  effect   in   mold 
ing  public  opinion  in  favor  of  the  passage  •   law.     See 

Van  Mservation  of  Natural  K«  1910,    11^185. 

aVan  Hise,  Conservation  of  Natural  Resources,  159. 


\\  \ 

Iran  lir   purposes;  and  ti 

'•poses,  v;  .-d  canal  -.-irulture,  to  cre- 

s,  to  Ho\\  larxheM,  for  the  '  public  good,  ' 

•.'I'lirrul  nmni.-ipal   purposes,  nml   in-  ! 

irpose   i-  :     Of  the  total  of  665 

grants,  826  carried  the  power  of  mm 
taiued  provisions  p.-nnit'  legislature  to  alter  or  re- 

peal, mi'l  -U   u.  n-  hunt-  -I  in  time. 

The  state  conn*  oommisKi«>n  found  that  in  1910, 

according  to  Professor  L.  8.  Smith,  "th.   \\at-  r  power  de- 
;>•>!  in  th.-  state  was  183,106  horse  pow.  !><an  I-:. 

A    I  Urge  estimated  that  undeveloped  wat  r  for  th.- 

iiiiiiiiinini  t'..w  of  the  year  was  more  than  350,000  horse 
power,  "and  the  amount  \\lii.-h  wmil.l  !„-  available  through 

hs  nut  niur.  Unit  650,000  horse  pow. 

;i}...iit  ater  powers  of  the  state 

'I'!.,-  nuinlM-r  of  potmtial  horse  power 

may  be  increased,  ho  i>y  the  creation  of  systems  of 

reservoirs  at  the  headwaters  of  water-power  streams.  Such 

systems  have  been  established  on  the  Wolf  and  Wisconsin 

s.»    The  investigations  recently  made  by  road 

lisMnn  in.lirat,-  that  most  of  the  larger  powers  have 

been  tin-  un.l.  \.loped  powers  are  on 

smaller  falls/ 

Trofessor  Smith's  report  for  the  Federal  Conservat 

Commission,  May,  1908,  shows  that  of  the  developed  pow- 

it  Wisconsin,  43  are  used  to  operate  paper  mills;  218, 

flour,  jrrain  an<l  feed  mills;  45,  saw  mills  and  planing  mills; 

!    li-ht  an<l  pn\vi  -r  plants;  22,  woolen  mills,  inanu- 


|K>rt  of  the  LegUUtivo  Committee  on  Water   Power*, 
1910,  1 

1  lien  nial  Report  of  the  Conservation  Comraiwion  of  Wlr 

•Ch.  649,  Laws  of  1913  and  Ch.  335,  Law*  of  1907. 
•Senator  :   un.l   Krumn-y,  Special  legislative  report  for 

an  estimate  of  the  pecuniar/  value  of  Wisconsin  water  powers,  1 
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facturing  yarn  and  carding;  ir>.  machine  simps;  and  one  or 
more  each  for  tin-  manufacturing  of  brick,  bridges,  mill 
^.  wooden  ware,  furniture,  imi.s  and  ipokea,  hosiery, 
naiK  beehives,  boxes,  brushes,  sasli  and  doors,  cutlery, 
s.-alrs.  eotton  «:oods.  crva nieries.  lindi  -roods.  an<l  the  float- 
ing of  logs.  This  list  of  enterprises  operated  by  water 
power  illustrates  the  important  use  to  which  Wisconsin 
water  powers  have  already  been  devoted.  The  earl  i.  si 
development  of  the  remaining  powers,  consistent  with  the 
protection  of  puhlie  interests,  as  a  conservation  movement 
to  save  the  coal  and  wood  supply  of  the  state,  is  urgent. 

Whether  the  state  owned  these  water  powers,  or  could 
only  control  them  subject  to  the  terms  of  the  franchise 
granted,  was  a  mooted  question  that  had  never  been  di- 
rectly before  the  supreme  court.  The  water-power  inter- 
ests denied  the  power  of  ownership  and  questioned  the 
right  of  control.  But  as  the  states  of  North  Dakota,  Wash- 
ington, Wyoming,  Idaho,  and  California  had  declared  the 
use  of  the  energy  in  falling  water  in  navigable  streams  to 
be  a  public  right,  a  law  was  enacted  by  the  1911  legislature 
predicated  on  this  principle.  The  state  virtually  claimed 
the  ownership  of  all  the  water  powers  in  Wisconsin,  de- 
veloped and  undeveloped,  and  provided  for  the  issuing 
of  franchises  through  the  Railroad  Commission,  all  grants 
to  be  subject  to  stringent  regulation.  This  act  (Chapter 
652,  Laws  of  1911)  was  immediately  brought  before  tin- 
supreme  court,  which  declared  it  invalid.  It  held  that 
the  right  of  the  riparian  owner  to  use  the  water  of  tin- 
river  on  his  own  land  "is  unquestionably  a  private  right 
appurtenant  to  the  riparian  land."  The  court  further 
said: 

Where  the  ownership  of  the  bank  is  essential  *  to  the  con- 
struction of  a  dam  or  the  creation  or  development  of  a  water 

1  Water  Power  Cases,  148  Wisconsin  Reports,  149-150. 
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power,  the  state  ia  aa  helpless  to  use,  sell  or  lease  such  right 
ndrmnutioa  or  compensation  aa  the  riparian  owner  ia 
>  the  navigable  stream  •-  ..M.,,I  of  the  state. 

•  •*  the  concurrence  of  the  riparian  owner  and  the  state 
in  such  case  to  make  the  water  power  efficient  and  this  right  of 
the  riparian  owner  to  refuse  to  concur  and  stand  out  for  compen- 
sation in  the  case  men  rty  right  and 
often  gives  to  such  land  its  chief  value.  The  state  may  refuse 
ita  permission  to  the  riparian  owner  to  build  a  dam  and  may  at- 
tach conditions  to  it*  consent  such  aa  the  height,  strength,  mode 

of  ron*trurtion.  «•!••.,   of   th«-  dam,   ami    peihap-   ..th.-r  SOBdttiOflB| 

but  it  may  not  seize  upon  this  right  compensation  and 

use  it  or  sell  it  or  lease  it  to  another.  It  cannot  authorize  the 
use  and  enjoyment  of  this  right  by  a  person  not  a  riparian  owner 
for  a  private  purpose  •  mnation  and  compensation 

to  1 1 M-  riparian  owner.    The  act  in  question  attempts  to  deprive 
the  owners  of  improved  riparian  land  and  of  the  resulting  water 
power  and  owners  of  unimproved  riparian  land  with  its  appur- 
tenant water-power  privileges  and  advantages,  of  property  with- 
iue  process  of  law;  it  attempts  to  authorize  the  taking  of 
roperty  for  private  purposes;  and  it  attempts  to  take 
without  just  compensation.    The  net  in  question,  in  the 
n  mentioned,  is  inconsistent  with  the  paramount  com- 
>tate  and  of  the  Federal  Constitution  applicable  to 
the  same  facto  and  conditions.    Hence,  we  cannot  recognise  it  as 
law. 

The  court   had  now  mar  line  of  demarcation 

upon  whieh  a  new  law  could   lie   framed.      Apparently  re- 
s«d \iii-:  r\ery  possible  advantage  in  favor  of  the  publ 
special  committee  of  the  senate,  with  Sena  0.  Host- 

ing as  chairman,  submitted  a  new  bill  to  the  legislature  in 
\\hieh  was  enacted  •  spectacular  fight  before 

-s  and  the  legislature,  the  water-power  interests 
opposing  it  at  every  step.  This  brief  history  of  water- 
power  legislation  in  the  state,  together  with  the  announced 
attitude  of  the  supreme  court,  is  prerequisite  to  an  uu 
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•, mding  of  the  provi-  ,sity  embodied   iii  the 

law  that  is  now  being  administered  l>y  tin-  K'ailmad 
Commission. 

Kven  in  tlie  new  law,  however,  the  legislature  gave  up 
the  claim  of  proprietorship  of  the  \\aterpo\\crsreluctantly. 
While  recogni/.ing  the  new  powers  to  be  developed  as  public, 
utilities,  subject  to  the  same  terms  as  the  other  public  utili- 
ti'-N  of  the  state,  the  law  says  that  "nothing  contained  in 
this  .  -hall  be  construed  as  conferring,  creating  or 

admitting,  on  the  part  of  the  state,  the  existence  of  any 
private  property  in  water,  or  as  requiring  the  state  or  any 
authorized  state  agency,  to  pay  any  compensation  at  any 
time  for  water  or  the  use  of  water  taken."  l 

The  administration  of  the  water-power  law  is  lodged 
with  the  Railroad  Commission.  Franchises  are  granted 
upon  finding  of  facts  by  that  body,  a  function  heretofore 
exercised  solely  by  the  legislature.  Specific  dire,  tini 
to  the  conditions  under  which  franchises  shall  issue  are 
laid  down  in  the  law.  This  franchise  in  effect  makes  future 
water-power  developments  public  utilities,  subject  to  the 
same  restrictions,  as  to  rates,  service,  etc.,  as  are  applied 
to  railroads  and  public  utilities  of  the  state.  Acceptance 
of  the  public  utility  feature  of  the  law  by  the  applicant 
is  coupled  with  the  franchise  requirements. 

The  water  powers  of  the  state  are  divided  into  two 
classes — developed  and  undeveloped.  The  supreme  court 
de.-i  ion  made  it  evident  that  little  can  be  done  with  the 
dready  developed,  except  subjecting  them  through 
Commission  supervision  to  the  general  police  powers  as  to 
safety,  etc.  This  class  is  not  recognized  as  public  utilitie-. 
and  is  free  from  regulation  in  this  regard. 

Undeveloped  powers  are  again  divide.!  into  two  classes 
by  the  statute — those  with  a  possible  development  of  over 

'Water  Pawers  Art.  Ok  7",,  Laws  of  1'.' 
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250  horse  power  and  those  with  a  develoj  .rider  250 

hone  power.    T)  claim,  whirl  *  the  larger 

undeveloped  pov  subject*  >    to  all  of 

iu.  uhil.-  the  latter  claw 
l.ititud.-  «»f  fiv.-d- 

Certain  coi  •  to  be  exercised  by  the  Com- 

all  present  and  future  water-power  develop- 
sonal  sal  !  the  pro- 

frora  damap*  <  Commission  is  to 

'•\is«-  the  sa!  i  of  dams,  reservoirs, 

In  n-e.  power  of  the  state 

to  ha  i  in  tun  Is,1  both  closely 

!   in   tl  :'I.-s   involved,  though  somewhat  dis- 

similar in  tl  to  be  accompli-'  iie  first  deals 

tly  \\ith  1  pr«»t.  <t  imi  of  life  and  property ; 

•  •mini  \\itli  th.-  rcnnninic  pniblemH  presented  in  th.- 
regulation  of  monopolistic  . nt« -rpri>«^.  The  first  class  of 
regulation  has  now  been  extended  generally  over  the  busi- 
ness ami  industrial  :  ises  that  are  not  mo- 

In.-lu.l.-.l  in  th.-  tirst  an<i  tin-  more  general  powers  of 

ion  applicable  to  all  ;>owers  are  provisions 

Commission  to  gather  full  data  regarding  the 

;  inents;  the  making  of  a  complete 

survey  of  th<*  navigable  streams  of  the  state, 

including  hoth  d.-v,  l-.p.-d  :.-v«-lnpr«l  siti-s;  tin-  deter- 

M^  <»f  hi^h  and  low  wat.-r  l«-v.-ls  and 

1 1  ing  of  records  of  stream  flow.    Fu:  s  are 

•••s  approved  by  the  Commission. 

tin-  impi-ovi-incnt  or  .stn-ngth- 

J     existing   dam    and    may    •v.-n    draw   off   the 

It  may 

lCoramiMioner  Krickmn,  Unpublished  addrcM  on  the  wbjert  of 
May, 
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order  the  construction  of  chutes,  flood  gates,  booms  and 
I»i«  TS.  if  deemed  necessary  to  protect  the  public  interests. 
Tin-  breaking  of  a  large  water-power  dain  at  Ilatlield, 
\\liidi  wiped  out  tin-  business  and  a  part  of  tin-  ivsi. Initial 
section  of  Black  River  Falls  in  1IH1.  is  largely  the  cause 
f«>r  the  delegation  of  these  police  powers  to  the  Commission 
t'..r  enforcement  and  prevention  of  future  calamity.  The 
provisions  exercised  in  this  section  of  the  law  were  dis- 
tinctly approved  by  the  supreme  court  in  its  decision  of 
the  water-power  cases.  To  defray  the  expense  of  this  in- 
spection and  administration  the  owner  of  a  dam  is  require.! 
to  pay  an  annual  inspection  fee  of  ten  cents  per  theoretical 
horse-power  capacity  determined  at  the  ordinary  stage  of 
water.  The  minimum  fee  is  $10  for  each  single  dam. 

The  second,  or  public  utility  field  of  regulation  is 
applicable  only  to  water  powers  to  be  developed  in  the 
future  and  not  over  powers  already  developed  under  legal 
franchises.  This  limitation  of  control  would  seem  to  be 
tempered  by  the  exigencies  of  the  supreme  court  decision. 
All  who  in  the  future  desire  to  develop  water-power  prop- 
erty must  obtain  a  franchise  from  the  Commission  which 
is  indeterminate  in  period,  "  subject  to  the  right  of  the 
state  or  municipality  to  acquire  the  property  so  developed 
at  a  price  to  be  fixed  by  the  Commission  in  the  way  pre- 
scribed in  the  law." 

As  before  indicated,  both  the  law  and  the  franchise 
make  the  future  development  of  a  water  power  a  public. 
utility  in  character  and  subject  to  the  same  restrictions 
as  to  rates  and  service  as  other  public  utilities  in  the 
state.1 

Under  the  provisions  of  the  law  where  the  development 
at  the  ordinary  stage  of  water  is  over  250  horse  power 
the  franchise  can  be  granted  only  to  a  corporation  or-j-an- 

"Tliis  provision  was  mo-lific.l  l.y  an  act  of  the  Legislature  in  1915, 
after  this  chapter  was  written. 


WAT!   K   I'CW  KH   |.|  (ilM 

ixed  in  the  manner  prescribed  m  T  to  a  muni 

under  250  born 

power  the  franchise  may  bo  granted  to  am  !  ual,  firm, 

••  law  w  directed  in  more 
se  power. 

tanchiae  is  granted  to  the  corporation*,  a  atep 

precedea  the  issuance  of  a  e«  "f  ii,,-,,r-p.,. 

«•  CommivsioM.  the  company  must  have  eompli-  1  \\ith 

all  of  the  legal  n  <|nir< menta  of  the  wat<  law  and 

fnniis)ir<l  tli.-  Commission  with  complete  data  and  profiles 

as  t<>  -lain  ;  tin-  nearness  to  Ot! 

<«r  villages  and  how  they  will  be  affected;  the  amou- 

names  of  tin   riparian  owners 

to  be  affected  \\  ith  the  flowage  privilege  and  h»w  navigation 
w  ill  I-  )•  '  'ommission,  after 

a  hearing.  tin<ls  t  will  improve  naviga- 

tion and  will  not  rn.lan^.-r  the  interests  oi 

'•hise  issues.     The  acceptance  of  a   :  -«•  by  an 

applicant  ran  i' s  uith   it    tli.    twofold  obligation  to  submit 

-illation  as  a  public  utility,  and  second,  the  acceptance 

of  the]  it  \\ill  M  II  its  properties  to  the  state 

!••'«!    in    detail    in 

'•se  corporations  are  also  ma-l.-  subject  to  the 
Wisconsin  stock  and  bond  law.  The  smaller  powers,  while 
obtain  in/  hise  from  the  Railroad  Commission, 

are  not  subjected  to  the  public  utility  provisions  as  to 
rates  and  ser\i  •  At  tl ..-  j. ••••>.  nt  time  the  state  has  not 
the  •  powers.  A  const  it  u- 

<  in  inn  nt  to  accomplish  this  is  now  pending. 
\\  -us  organized  in  the  future,  with 

a  possible  dt  f  250  horse  power  or  more,  must 

uniform  system  of  accounting  prescribed  by 

lit  for  its  approval  all  exp< 

tures  for  property  and  construction  "except  t..  >u, -h  prop- 
eminent  domain.    These  ex- 
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penditurcs  for  property  and  construction  are  required  to 
be  reasonable.*'1     There  arc  further  restrictions  extended 
to  the  larger  powers,  and  not  impnxr.l  on  tin-  smaller  ones. 
All  mil  tracts  for  the  sale  or  <1<  -liv<  -ry  of  power  must    I.. 
submitted  to  the  Commission  for  approval  before  tliry  shall 

become    clVect  i  \  e.       These    contracts    are    limitnl    to    a    period 

of  thirty  years  from  the  date  of  franchise,  unless  extended 
an  additional  ten  years  by  the  Commit, ,M.  At  tin-  cxpira- 
tion  of  these  contracts  the  state  shall  have  the  ri^rht  to 
divert  the  sale  of  the  current,  which  the  company  may  have 
been  selling  outside  of  the  state,  to  points  within  the  state 
reasonably  near  the  development  plant.  In  the  ca- 
municipal  plants  the  statute  limits  the  contracts  to  a  term 
of  not  over  fiftren  years.  It  should  be  pointed  out,  how- 
ever, that  the  amount  of  power  generated  is  not  the  cri- 
terion as  to  whether  the  power  is  in  the  higher  class  and 
subjected  to  the  stronger  regulation.  The  possible  develop- 
ment at  an  ordinary  stage  of  water  determines  the  class, 
and  even  though  the  amount  developed  may  be  actually 
less  than  250  horse  power,  it  must  be  organized  in  t he- 
higher  class. 

Different  provisions  are  also  made  for  the  two  classes 
of  powers  in  the  matter  of  acquisition  by  the  state  or 
municipality.  In  the  case  of  the  developments  under  250 
horse  power  these  may  be  acquired  at  any  time  by  the  state 
or  municipality  at  a  "just  compensation "  to  be  fixed  by 
the  Commission,  excluding  any  value  for  the  franchise. 
In  the  case  of  the  larger  powers,  if  the  purchase  by  the 
state  or  municipality  takes  place  within  thirty  years  of  the 
date  the  franchise  is  issued,  the  rule  of  compensation  ap- 
plies, allowing  nothing  for  franchise  value,  just  as  in  the 
case  of  the  smaller  powers.  If  the  purchase  occurs  after 
the  thirty-year  period  the  method  of  valuation  is  described 

'Erickaon,  Address  on  Water  Powers,  supra. 
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l.y  tii,  statut,  in  .1. •••  provide*  that  the  price  paid 

.shall  consist  of  the  cost  of  f  dama  and  other 

it  iprovemeuU  in  ysical  condition    at    ti..-    time  of 

act  |  n ;  . ,  f  lands  at  the  time  the  franchise 

waa  granted.    '!'«  ia  aacert  y  the  Commission 

before  the  franchiae  ia  granted  to  <>n.  of  the  larger 

powi  mine  the  value  of 

an  1  in  caae  of  acquisition  after  thirty  yean 
no  fran. -his,-  \alue  shall  In-  allowed  or  any  value  because 
of  the  availability  t h  water  power. "  Under 

tin-   plan    fran. 'his,-   value  ami    unearned   increment  are 
the  state  or  muni.-ipality  exercises  ita  option 
to  take  o 

Tin  ire  waa  careful  to  differentiate   the  two 

methods  of  valuation.  \vh.  fore  or  after  thirty  yean. 

If  tin-  valuation  is  made  before  the  thirty  years  have  ex- 
:     the   Commission    :  .st   compensa- 

"  \\hieh  includes  bona  fide  investments  that  may  have 
iipearcd.      Aft.-r   thirty   years   the   Commission   must 
:nine  tin-  HI  ust  at  the  time  of  the  taking. 

In  the  terms  of  the  franchise  the  grantee  agrees  after  a 
lapse  of  thirty  years  to  sell  on  the  terms  set  forth  in  the 
law.  Powers  may  be  purchase*  1  within  thirty  years  at  any 
time  upon  a  year's  notice,  and  at  any  time  after  thirty 
yean.  In  case  the  properties  of  a  larger  power  may  have 
been  subjected  to  "extraordinary  calamity  occurring  at  any 
•y  yean  11-  an  su.-h  franchise 

becomes  effective,  and  causing  a  damage  in  excess  of 
twenty-five  percentum  of  the  total  value  of  all  dams,  works, 
huil.lin^s  uetnres  an.!  equivalent  used  and  use- 

ful iimler  the  franchise,  as  determined  l>\  the  Commission, 
n   ait'l  of  thirty  yean 

for  the  acquisition  of  the  property  hy  the 
.my  municipality  nnd.-r  the  terms  herein  specified, 
N luil I  be  extended  for  such  additional  period  as  may  be 
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equivalent  to  such  fraction  of  thirty  years  as  such  damage 
shall  bear  to  the  total  value." 

Other  sections  of  the  law  provide  that  public  utilities 
already  operating  water  powers  may  come  under  the  new 
law  and  obtain  a  nr\v  franchise,  and  that  water  powers 
.ited  without  a  franchise  will  have  to  come  under  the 
law  and  take  out  a  franchise  as  though  their  developments 
were  not  in  existence.  Otherwise  these  powers  may  be 
abated  as  a  nuisance.  To  determine  how  many  unauthori/cd 
developments  there  are  the  Commission  is  directed  to  ascer- 
tain the  legal  status  of  all  powers  operating  in  the  state 
and  to  report  the  facts  to  the  legislature. 

The  tremendous  work  imposed  upon  the  Commission  by 
this  law  cannot  be  expressed  in  mere  figures.  Every  water 
route  in  the  state  is  now  being  surveyed  and  its  power 
e< imputed,  even  if  it  is  only  sufficient  to  operate  a  small 
^ri  1st  mill.  This  is  an  expensive  undertaking.  The  condi- 
tion of  the  already  constructed  dams  is  being  investigated 
to  determine  their  safety.  The  flow  of  the  streams  at 
all  seasons  of  the  year  is  also  a  subject  of  investigation. 
These  alone  are  enormous  and  costly  engineering  tasks  that 
must  be  revised  annually  as  conditions  change.  Before 
franchises  can  be  granted  to  any  general  extent  much  of 
this  information  must  be  furnished  the  Commission. 

Two  applications  have  already  been  made  for  develop- 
ments under  the  law  and  there  is  correspondence  that 
indicates  that  many  more  are  informally  pending.  How 
valuable  these  powers  are  to  become  depends  largely  upon 
their  cost  of  operation,  and  perhaps  inventions  in  other 
fields.  At  present  about  20  per  cent  of  the  energy  in 
coal  is  utilized  in  steam-power  development.  Inventions 
increasing  this  energy  two  or  fourfold  may  be  possible,  and 
the  use  of  water  power  as  an  energy  developer  would  then 
be  correspondingly  decreased,  provided  coal  does  not  be- 
come correspondingly  expensive. 
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water  powers  are  profitable  or  not  depend* 
very  largely  upon  the  ooat  of  the  improvement*  that  are 
neceatary,  the  flowage,  or  amount  of  \\at.  r  available  at  all 
time*,  and  the  mark  ..tn<  itv.'  declarea  Comitm- 

aioner  Erickaon.1  "When  the  ooat  of  the  improvementa 
can  be  kept  below  $150  per  developed  hone  power,  when 
the  flowage  is  steady  enough  to  keep  the  cost  an-i  tine  of 
auxiliary  steam  plants  down  to  a  minimum  and  when  • 
is  a  market  at  normal  prices  for  at  least  from  one-thinl 
to  one-half  of  the  total  possible  output  of  energy, 
water  powers  may  be  worth  a  great  deal.  When  on  tin- 
ntl:.-r  haii'l  the  cost  of  the  improvementa  exceeds  the  above 
fi^uni;  when  because  of  low  water  or  for  other  reasons 
the  steam  auxiliary  plant  must  be  relatively  large  and 
ct  to  f>  interrupted  use;  >\  re  is 

i-    tin-   rurivnt.    thru   the   cost  of 
u'enerated  1>\  is  often  greater  than  the  ooat 

of  current  generated  by  steam." 

That  this  law  safeguards  public  interests  that  have  been 
unseen  or  ignored  in  the  past  goes  without  question  It 
may  prove  a  serious  handicap  to  the  "plunr  i  the 

speculator.    It  is  framed  to  protect  the  bona  fide  investor, 
an. I  to  safeguard  the  more  important  interests  and  rights 
of  the  puhlic.    As  water  powers  are  the  result  of  elen 
spread  over  a  large  territory  converging  at  one  point 

•  interest  of  the  state  would  seem  to  be  paramount,  in 
M-:   with   tliis  question,  to  that  of  a  selfish  pi 
Bit      It  is  tins  f.  prompts  t!i.    tn-atm.-nt  !• -gaily 

lie  new  water-power  developments  as  public  utilities. 

*  Erickaon,  AddreM  on  Water  Power*,  tupra. 


CHAPTER  XVIII 

IMPROVEMENTS     IN    SArr.TY     AND    CONVENIENCE    OF 
RAILROAD   SERVICE 

In  the  mind  of  the  general  public  undue  importance 
is  often  attached  to  railroad  rate  reductions  and  too  little 
credit  is  given  for  service  betterments.  This  is  because 
the  latti-r  mmv  oftm  touches  the  needs  of  a  specific  com- 
munity instead  of  the  state  as  a  whole.  No  citi/rn  will 
object  to  a  rate  reduction.  Many  will  oppose  a  change 
in  service  that  goes  counter  to  their  ideas  or  that  may 
hamper  them  personally,  regardless  of  the  benefits  to  tin- 
majority  of  a  community.  An  illustration  of  this  is  found 
in  an  early  order  of  the  Commission  permitting  the  Illinois 
Central  road  to  operate  a  gasoline  passenger  car  on  its 
line.1  Commenting  on  the  opposition  to  this  change  in 
service  the  Commission  said: 

The  opposition  which  appears  to  have  developed  against  the 
use  of  the  motor  car  on  the  Freeport-Madison  line  is  only  another 
illustration  of  the  peculiar  fate  which  has  befallen  all  important 
developments  in  the  methods  and  means  of  transportation.  When 
tin-  first  important  English  railway  was  being  considered  by  par- 
liament, strenuous  objections  were  made  against  the  gran ti MI:  «»f 
the  charter,  for  the  reason  that  the  introduction  of  the  railway 
would  destroy  the  value  of  the  landed  estates,  that  it  would  dis- 
turb game,  that  the  smoke  of  the  locomotive  would  blight  vege- 
tation, that  hens  would  cease  to  lay  eggs,  that  the  value  of  real 
estate  in  the  vicinity  of  stations  w.mld  be  depressed,  that  it  would 

1  Wright  v.  Illinois  Central  Railroad  Co.,  1908,  2  W.  R.  C.  R.,  279, 
289. 
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be  extremely  dangerous  to  ride  at  the  terrific  rate  of  thirty  miles 
an  hour,  and  that  in  general  it  would  be  much  better  for  people 
if  they  would  be  content  to  continue  to  ride  in  stage  coaches  and 


When  the  first  German  railway  was  being  lerioiialy  eoneid- 
ered,  eo  much  opposition  developed  that  the  question  of  the  influ- 
ence of  travel  on  the  railway  was  submitted  to  a 
medical  a  s  gentleman,  after  doe 

mitted  a  report  in  which  be  expressed  it  aa  bis  opinion  that  the 
probable  effect  of  railway  travel  would  be  extremely  deleterious 
to  the  health  of  those  who  would  look  on  as  well  as  ride  in  mov- 
ing ears.  The  disease,  which  he  believed  the  i  ion  of  the 
railway  would  spread,  he  designated  by  the  term  delirium  fun- 
otum.  He  thought  that  if  the  people  would  be  foolhardy  enough 
to  ride  in  ears  they  might  be  deserving  of  little  pity  it  they  should 
his  terrible  disease,  but  in  his  judgment  it  was  the  duty 
of  the  state  to  protect  the  onlookers,  and  with  a  view  of  afford- 
ing  this  protection  be  recommended  the  construction  of  a  high 
and.  closely  fitting  fence  on  both  aides  of  the  track. 

The  service  Work  and  accomplishments  of  the  Commls- 
fall  into  two  natural  classes:  (1)  convenience  of 
c;  (2)  safety  of  sen 

The  former  deals  with  such  problems  as  the  stopping  of 
I,    i  i  htional  service  requirements,  sidings  for  ware- 
houses,, improved  station  facilities  and  new  depots,  sanita- 
«>f  cars  and  stations  and  car  shortages;  the  latter  deals 
v.  ith   crossing  protections,  the  elimination  of  dangerous 
grades,  safety  of  roadbeds  and  bridges,  and  other  questions 

in  the  ultimat.-  tend  to  protect  both  property  and 
One  commissioner  devotes  practically  all  of  his  time  to 
service  eases.    As  inspectors  travel  over  the  state  reports 
are  made  on  all  dangerous  crossings  and  the  lack  of  con- 
veniences to   the   traveling  public.      These   matters  are 
brought  to  the  attention  of  local  authorities.    Upon  com- 
t  they  are  made  the  subject  of  hearing  and  investiga- 
tion, unless  the  improvement  is  ordered  voluntarily  upon 
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suggestion  to  the  railroad  from  the  Commission.  Where 
a  community  neglects  to  make  formal  complaint  tin-  Com- 
mission may  take  action  on  its  own  motion.  Almost  two- 
thirds  of  such  complaints  are  settled  informally.  In  other 
cases  formal  orders  are  made  requiring  the  stopping  of 
trains  at  small  stations  and  close  connections  at  junction 
points.  During  the  calendar  year  1913,  twenty-six  formal 
cases  of  this  character  were  considered  by  the  Commission. 
Ten  were  satisfied  without  a  formal  order,  seven  \\vn- 
settled  by  formal  orders  requiring  additional  service,  six 
were  dismissed  and  three  were  pending  at  the  close  of  tin- 
year. 

Dilapidated  stations  have  been  replaced.  Inadequate 
freight  and  passenger  depots  have  been  ordered  enlarged. 
Out  of  thirty-four  formal  station  cases  considered  during 
1913,  nine  were  satisfied  without  a  formal  order,  sixtmi 
were  granted  new  stations  or  alterations  in  station  equip- 
ment, and  eight  applications,  chiefly  petitions  for  an  agent 
at  stations  already  provided  with  shelter,  were  dismi 
One  case  was  pending  at  the  close  of  the  calendar  year. 
The  cost  of  erecting  these  new  stations  varied  from  $400 
to  $15,000,  depending  on  the  population  of  the  community 
to  be  served.  Over  $120,000  has  been  invested  in  station 
improvements  under  orders  of  the  Commission.1 

Since  this  class  of  service  work  was  begun  by  the  Com- 

1  On  the  Chicago  &  Northwestern  Railway  new  stations  have  been 
built  in  compliance  with  orders  at  Allenville,  Clinton villo,  Whitefish 
Bay,  Plymouth,  Lohrville,  Allis,  Kipon  Jet.  (Jt.  Sta.)  ;  on  the  Chi- 
cago, Milwaukee  &  St.  Paul  Railway  new  stations  have  been  built  in 
compliance  with  orders  at  Okauchee,  Duplainvillc  (Jt.  Sta.),  between 
Kilbourn  and  Portage,  Ripon,  Stoughton,  Delavan,  Plymouth, 
Schlrisingerville  (Jt  Sta.),  Ripon  Jet.  (Jt.  Sta.);  on  the  Minn« 
apolis,  St.  Paul  &  Sault  Ste.  Marie  Railway  new  stations  have  been 
built  in  compliance  with  orders  at  Abbotsford,  Mcdfnrd,  Polly, 
Quarry,  N.  Fond  du  Lac,  Weyauwega,  Catawba,  Hillsdale,  Amory, 
Almcna,  I>upl:iinvillp  (Jt.  Sta.),  Srlili-isiii^-rvillo  (Jt.  Sta.);  on  the 
Chicago,  St.  Paul,  Minneapolis  &  Omaha  Railway  new  stations  have 
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minion  orders  for  the  erection  of  seven  new  station*  at  an 
aggregate  eoat  of  $30,164  have  been  complied  with  I 
Chicago  A  Northwestern  Railway;  eight  on  the  Chicago, 
Milwaukee  ft  St.  Paul  road  at  a  coat  of  $32,599;  twelve  on 
the  Minneapolis,  St.  Paul  ft  Sault  St.  road  at  a  cost 

of  $20,792;  two  on  the  Chicago,  St.  mn.-apolis  ft 

Omaha  road  at  a  coat  of  $3,420;  two  on  the  Green  Bay  ft 
Western  at  a  cost  of  $1,035,  and  one  platform  and  si. 
abed  on  the  Great  Northern  system  at  an  expense  of  $156. 
One  order  has  been  made  for  a  union  depot1 

Miscellaneous  impm  \vmenta,  such  as  side  tracks  and 
platforms,  lir  tations,  sanitary  toileU,  shelter  sheds, 

team  tracks  and  other  conveniences  have  been  the  subject 
of  fifteen  orders  on  the  Chicago  ft  Northwestern  system, 
the  cost  of  these  betterments  aggregating  $8,.%4  ;  fourteen 

tl  on  the  Chicago,  Milwaukee  &  St.  1'aul  at  a  cost  of 

:<J2;  four  on  th,-  Minneapoli  ml  &  Sault  Ste. 

!••  at  a  cost  of  $1,060;  two  on  the  Chicago,  St.  Paul. 

Minneapolis  ft  Omaha  lines  at  $1,957  expense;  one  on  th.- 

at  a  cost  of  $.'•:  <>n  tl..-  Chicago, 

Turlington  &  at  a  cost  of  $1,361,  and  one  on  th.- 

ago  ft  Milwauk. •••  Kl. ,  trie  Railroad  at  a  cost  of  $330. 
Several  orders  have  been  made  for  the  COL  i  of 

spur  tracks  to  industrial  plants.  Sanitation  on  trains  and 
pots  is  the  source  of  constant  inspections  and  im- 
provements through  informal  conferences.  Even  free 
paper  drinking  cups  must  b<-  furnished  on  all  trains  for 
the  eoim-ni.-nce  of  tl  m^  public.1 

hortape  evil   has  been  met  and  prarti.ally 

been  built  in  compliance  with  order*  at  South  Range,  Cobban;  OB 
the  Green  Bay  ft  Western  Railroad  new  stations  have  been  built  in 
compliance  with  orders  at  Forettville  and  Meehan;  on  the  Great 
Northern  Railway  a  platform  and  shelter  abed  hare  been  built  in 
compliance  with  orders. 

1  Howard  TMMfalt  v.  C.  *  N.  If.  and  C.  M.  +  St  •  10. 

•H,  .0,  Laws  of  191.1)  Revi**!  Statute*  of  1913. 
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solved  by  the  Commission's  constant  sup« -rvision.  Through 
letters  to  shippers  and  warnings  to  the  public  the  bulk  of 
th<  lime,  rrmrnt.  lumber  and  coal  shipments  are  all  moved 
before  the  crop  season  is  at  hand.  Shippers  are  advised 
to  unload  cars  as  rapidly  as  possible  that  they  may  be 
immediately  returned  to  the  service.  Freight  movements, 
tlic  number  of  loaded  cars  and  their  location  at  different 
points  of  the  system  are  made  the  subject  of  daily  reports 
when  the  crops  begin  to  move.  During  the  rush  season 
shippers  are  asked  to  report  delays  in  securing  cars  im me- 
diately to  the  Commission.  One  man  at  the  Commission 
is  in  constant  communication  over  the  long-distance  tele- 
phone with  the  traffic  managers  of  the  different  roads 
directing  train  movements.  Those  who  would  ship  perish- 
able produce  such  as  cabbage  and  fruits  report  the  date 
cars  will  be  needed  several  days  in  advance,  with  the  result 
that  since  the  organization  of  the  Commission  the  strin- 
gency and  losses  through  car  shortage  have  been  kept  at 
a  minimum. 

The  safety  service  improvement  work  of  the  Commit 
sion  has  also  been  marked  by  accomplishments.     The  eco- 
nomic waste  occasioned  by  deaths  and  accidents  due  to 
railway  operation  is  appalling. 

In  the  United  States  in  1914,  165,212  employees  and 
15,121  passengers  wen  injured;  3,259  employees  and  265 
passengers  were  killed ;  6,438  other  persons  were  killed  and 
10,687  injured— a  toll  of  10,302  killed  and  192,662  injured 
in  a  single  year.  Statistics  gathered  by  the  Interstate 
Commerce  Commission  show  the  following  classified  rail- 
way accidents  in  the  United  States  for  the  year  ending 
.Iuiie30, 1914. 

Over  50  per  cent  of  those  killed  in  all  railway  accidents 
in  1!H4  wen-  n  ported  as  "trespassers/*1  The  record  of 

1  Interstate   commerce   statistics  class   persons  stealing   rides  as 


IMPROVEMENTS  Of  8AFET1    AM)  H  KMT 

WAT  ACCIDENT*,  YEA*  ENDING  JI-NB  30,  1014 


Trim 


OtfcM 

Total 


Mtfc, 


in  ;<>_• 


V   :- 
11  , J7i 


aeei.lnits,   injurirs  ami  .Laths  ,lu,-   t->  t  r.  s 
passing  in  Wisconsin  for  the  fiscal  years  I'.MJ  an. I 

penOM    Kill"!    ami    one    liun«!n-.l   and 
nin.  '  jiin-.l   on   <  rossings  ••  1    with   two   him 

d  red  and  forty-eight  ''trespassers'    kill-.!  an<i  om>  hur 
ami  '  '  n-«-  injur.-.l.     No  rlTrrtiv.-  Ir^islation  has  been 

ii  Wisconsin  to  lessen  the  number  of  deaths  and 
'trespassers."    Measures  to  fix  a  nominal  fine 
for  trespass  on  tracks  have  been  repea  featcd. 

ients  are  fewer  at  protected  crossings  and 

Commission  is  ji  up  all  dangerous 

crossings  protected  is  indicated  by  the  records  of  deaths 

and  a*  <•!<!< nts  on  all  railroads  of  Wisconsin  for  the  fiscal 

l-'TJ  ami  1913.    Forth-  ars  seventy  four  were 

killcil  and  one  hundred  and  sixty-nine  were  injured  at 

'unprotected0  crossings,  compared  with  thirteen  killed  and 

twenty-seven  injured  at  ted"  crossings. 

Nearly  1,000  people  are  annually  killed  in  the  United 

States  on  highway  grade  crossings '  and  in  two  years,  1912 

and  1913,  seventy-four  were  killed  and  one  hundred  and 

nine  were  injured  on  unprotected  crossings  in  Wb- 

consin.    Through  proper  precautions  many  such  accidents 

1  be  avoided.     It  was  tliis  prohlrin  that  the  legislature 

Transportation  Question,"  171. 
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RECORD  OP  GRADE-CROBSINO  ACCIDENTS,  INJURIES  AND  DEATHS  DUB 
TO  TRESPASSING  IN  WISCONSIN  POR  YEARS  1012,  1913,  1914 
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Total,  exclu- 

sive of  tres- 

passers — 

47 

86 

40 

110 

18 

•      64 

sought  to  deal  with  in  1909,  when  it  enacted  the  highway 
crossing  law  placing  its  administration  with  the  Railroad 
Commission. 

Shortly  after  the  introduction  of  the  steam  railroad  into 
the  economic  life  of  the  state  the  legislature  enacted  a  law 
which  required  that  every  railroad  should  restore  streets, 
highways,  canals  or  streams  crossed  by  it  "to  such  condi- 
tion" that  their  usefulness  "shall  not  be  materially  im- 
paired.** This  statute,  copied  from  New  York  and  enacted 
in  1872,  is  merely  declaratory  of  the  common  law  and  as 
construed  by  the  supreme  court  has  no  application  to  a 
highway  built  after  the  construction  of  a  railroad  which 
it  crosses.  It  related  principally  to  new  railroad  construc- 
tion and  the  maintenance  of  crossings  after  the  construc- 
tion had  been  completed.  This  law  was  found  to  be  in- 
sufficient to  meet  new  conditions  arising  after  a  railroad 
had  been  constructed  and  was  in  operation. 

To  meet  such  situations  the  legislature  in  1887  passed 
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a  law  which  provided  that  the  gradea  of  highways  and 
railroad*  at  crowing*  be  constructed  by  voluntary  agree- 
t  between  the  supervisor*  of  a  town,  the  trustees  of  th«- 
\  1 1  luge,  or  county  board.  The  coat  waa  to  be  apportioned 
by  ntfrrriiii-nt  IH-IWIM-H  tin-  railroa-l  an<l  tin-  town.  \illa^- 
or  county,  aa  the  ease  may  be.  It  was  almost  impossible, 
except  in  extreme  cases,  to  get  action  un<l«-r  this  law.  No 
agreement  could  be  reached  <> 

legislation  of  1909  makes  effective  the  provisions  of  the 
r  law  by  empowering  the  Railroad  Commission  to  com- 
!•  1  the  separation  of  grade  crossings  and  apportion  tin- 
cost  of  the  work.  This  statute  includes  not  only  towns, 
villages  or  counties,  but  cities  as  well.1 

Although  dangerous  crossings  and  accidents  on  them 

were  the  source  of  constant  complaint.  tin?  Commission  had 

no  authority  prior  to  1909  to  deal  with  •  rossings  to  compel 

a  separation  of  grades.    To  meet  this  coixlition  a  confer- 

roads,  representatives  of  municipalities  and 

'•s  interested  in  the  matter  was  called  and  a  bill  was 

statute  as  enacted  and  amended  gives  the 

oad  Commission  complete  power  to  direct  the  charac- 

f  the  grade  separation,  the  straightening  of  highways 

near  crossing,  or  their  relocation.  an<l  an  apportionment  of 

the  expense  between  the  railroad  and  the  town,  village  or 

This  law  has  since  been  adopted  in  other  states.    It 

has  been  uph*  M  by  the  supreme  court.* 

There  has  been  a  slight  opposition  to  this  legislat 
L  some  of  the  larger  cities  of  the  sfcr 
that  the  Commission  should  have  the  power  to  order  the 
separation.  l>nt  that  the  entire  expense  of  the  improvement 
should  be  placed  upon  the  railroad.    Such  a  change  would 
•he  Commission  of  the  power  to  apportion  the  cost 

'See.  179M24.  Revised  Statutes  of  1913. 
•  Torn  of  Polk  ?.  KaUroad  Commiuion  of  H'uroiwin,  143 
•in   Report*,   191. 
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of  making  separation  of  grades.  This  pn.pns,  d  lr</isl;iiimi 
has  been  defeated  by  the  legislature  <m  tin-  ground  that 
thr  ( -ities  were  partly  responsible  for  the  need  of  separa- 
tion. 

The  direct  benefits  to  a  city  derived  from  the  rliminu- 
tion  of  grade  crossings  are: 

1.  Safety  of  vehicles  and  pedestrians  using  the  streets 
is  enhanced. 

2.  Great  delay  in  street  traffic,  which  in  large  cities 
would  be  a  tremendous  economic  waste,  is  eliminat* -d. 

3.  It  removes  the  delays  of  fire  trucks  that  have  b«  >  n 
the  cause  of  property  losses  because  of  inability  to  reach 
the  fire  in  time  to  check  it. 

4.  The  blockade  of  street  railway  traffic  at  grade  cross- 
ings is  eliminated.    It  permits  the  development  of  a  transit 
service  that  carries  population  out  further,  reducing  con- 
gestion of  population,  and  inconvenience  in  travel. 

When  the  railroads  were  originally  constructed  tl 
was  no  necessity  for  grade  separation,  but  as  the  city  ex- 
panded these  outlying  thoroughfares  became  more  and 
more  important  until  heavy  street  traffic  required  pu hi  it- 
protection.  Moreover,  the  most  expensive  grade  separat  ions 
are  in  cities  and  to  place  the  burden  entirely  upon  the 
railroad  would  be  to  shift  the  burden  back  upon  the  people 
of  the  state.  As  a  result  those  who  benefit  directly  from 
the  improvement  may  pay  little  or  nothing  for  tin  im- 
provement, while  those  who'  live  outside  the  cities  and 
contribute  the  bulk  of  the  traffic  must  bear  an  unjust 
expense  of  improving  the  cities  of  the  state.  If  the  burden 
is  entirely  placed  upon  the  railroad  company,  the  railroad 
must  place  it  back  upon  the  shipper.  The  farmer  who 
ships  his  stock  or  grain  to  market,  the  lumberman  who 
ships  his  forest  products  or  manufactured  goods,  the  miner 
who  ships  the  product  of  his  mine,  must  contribute  to  the 
improvement,  while  those  who  enjoy  the  increased  value 
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of  lamia  resulting  from  it  may  go  entirely  free  of  the 
burden. 

Grade  separation*  in  country  di*tri<  ts  are  compara- 
••xpensive  when  compared  with  the  expensive  via- 

to,  steel  and  concrete  structures  that  are  required  in 
the  cities.  The  recent  separation  of  grades  of  the  northern 
division  of  the  Chicago,  Milwaukee  ft  St  Paul  road  into 
Milwaukee  will  cost  upwards  of  $6,000,000.  Taken  as  a 
whole  the  crossing  orders  of  the  Commission  place  from 
70  to  90  per  cent  of  the  expense  upon  the  railroad  and 
the  balance  is  borne  by  the  com  mm 

1  ii  no  state  in  the  union  has  so  systematic  an  endeavor 
been  made  as  in  Wisconsin  to  protect  dangerous  cross- 
ings. Improvements  of  this  di.ira.-t.-r  have  been  made 
on  all  of  the  roads  of  the  state  but  the  work  on  the  two 
ipal  roads  will  be  taken  as  illustrative  of  the  nature 
of  the  improvements. 

Orders  made  by  the  Commission  for  crossing  protec- 
on  the  Chicago  ft  Northwestern  road  up  to  January 
1,  1914,  provided  for  forty-one  automatic  electric  alarms, 
six  grade  separations,  three  improvements  to  existing 
separated  grades,  seven  crossings  improved  by  grading  or 
removal  of  obstructions  to  view,  one  crossing  relocated, 
three  crossing  gates,  improved  paving  over  four  city  cross- 
ings, five  crossing  i  ng  minor  repairs,  also  the  services 
of  t  i  additional  gatemen  or  flagmen,  of  which 
number,  six  were  riMjuiivd  for  temporary  protection  at 
Milwaukee  pending  grade  separation.  Two  new  crossings 
were  opened.  Track  and  roadway  improvements  cover  the 
complete  remodeling  of  one  interlocking  plant,  the  installs- 

•  'f  one  railway  crossing  gate  and  one  new  track  culvert 

On  the  Chicago  Milwaukee  &  1  system  in  this 

state  the  improvements  under  separate  orders  of  the  Com- 
mission provide  for  fifty  an;  alarms,  four 
rongs,  three  crossing  gates,  three  grade  separa- 
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tions,  two  crossing  relocations,  nine  crossings  improved  by 
grading  or  removal  of  obstructions,  tw«»  bridges  repair. -d, 
and  other  minor  improvements. 

A  summary  of  the  totals  for  all  the  roads  shows  that 
$196,564  was  actually  spent  in  crossing  work  to  January  1 , 
I'.'l  I,  all  but  $130  of  which  was  spent  directly  for  protec- 
tion Tlu-  annual  wage  expenditure  for  flagmen  and  gate- 
men  was  $24,125.  Yet  these  figures  do  not  include  the  large 
expenditures  now  being  made  in  Milwaukee  for  track  eleva- 

tinil. 

Under  a  law  enacted  in  1913  the  Commission  has  ordered 
the  change  of  the  route  of  public  highways  in  several 
instances  to  secure  a  less  dangerous  approach.1  Wherever 
wrecks  or  accidents  occur  the  Commission  makes  an  investi- 
gation to  determine  the  cause  and  to  institute  such  protec- 
tion  as  will  eliminate  future  dangers.  The  roadbeds  of  the 
systems,  interlocking  switches,  block  signals  and  fences  along 
the  route  are  under  regular  inspection,  and  improvements 
are  daily  suggested.  At  times  in  cold  winter  weather 
the  Commission  directs  the  speed  at  which  trains  may 
be  operated  over  the  lines.  All  trains  must  carry  medical 
supplies,  such  as  tape,  cotton  and  bandages  for  use  in  case 
of  accidents.2  By  eliminating  the  causes  of  accidents  and 
wrecks,  caused  by  dangerous  crossings,  grades  and  road- 
beds, it  is  hoped  to  reduce  the  toll  of  property  destroyed 
and  men  killed  and  injured  to  the  low  percentage  now 
reached  in  some  of  the  European  countries. 

Every  encouragement  is  given  by  the  Commission  and 
its  engineering  staff  to  the  formation  of  safety  organ! /a 
tions   among   railroad   employees.      The    "committee 
safety"  organized  on  the  Chicago  &  Northwestern  line  by 

* 

lTown  of  .tlm.na  v.  ('..  St.  P.  M.  4'  Omaha  Ry.  Co.,  1911.  1  I  \V. 
R.  C.  R.,  No.  R-835;  In  re  Investigation  C.,  B.  f  Q.  E.  Co.  Crossing 
near  Crown//,-.  1 ::  \V.  H.  C.  R.,  1913,  No.  R-757. 

•Cb.  469,  Laws  of  1913. 
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Ralph  C.  Richards,  wlii.-h  m  tu.  nty  right  months1  reduced 
the  death  toll  ,,j.  ire  lyutem  179  or  22  per  cent  and 

the  injury  roll  6,447  or  27  per  cent  by  means  of  confer- 
ences aiiK'nu'  ••  MI  ploy  ecu,  is  urged  and  aided  by  the  Com- 
mission on  all  of  the  ntlirr  lines  operating  in  the  state. 

*  America*  Mag****,  D«J.,  1013,  LXXVI,  48. 
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SOME   ACCOMPLISHMENTS    IN  HANDLING  RAILROAD 

RATES 

According  to  a  recent  change  in  the  law  no  rate  can 
become  effective  without  the  approval  of  the  Commission. 
A  striking  example  of  the  benefit  derived  from  this  pro- 
vision, when  applied  to  the  thousands  of  rates  the  Com- 
mission must  pass  upon  annually,  is  seen  in  what  is  known 
as  the  Milwaukee  switching  case.  The  Chicago,  Milwauk.  < 
&  St.  Paul  Railway  filed  with  the  Commission  a  tariff 
proposing  a  change  from  a  flat  rate  of  $5  per  car  for  trans- 
portation within  the  switching  limits  of  the  district  to  a 
minimum  of  $9  per  car.  The  Commission  did  not  give 
approval  to  the  change  as  proposed,  nor  allow  any  change 
until  after  it  had  made  a  thorough  study  of  the  situation, 
requiring  more  than  a  year.  It  would  be  difficult  to  esti- 
mate exactly  the  amount  saved  the  Milwaukee  patrons  of 
the  company,  but  it  was  considerable.  It  is  worthy  of 
notice  that  since  the  approval  of  the  Commission  became 
essential  before  a  change  of  rate  could  be  made,  the  tariff 
department  has  passed  on  changes  involving  upwards  of 
100,000  rates.  The  rates  upon  which  increases  have  been 
sought  relate  to  a  variety  of  commodities,  including  saw- 
dust, lumber,  drain  tile,  overalls  and  duck  coatsx  asphalt 
and  asphaltum,  advances  in  the  rates  on  malt,  cucun 
beans,  fish  boxes,  pulpwood,  charcoal,  buckwheat,  rye  and 
flour  and  scores  of  other  ^commodities  of  which  these  are 
but  typical  examples.  It  is  evident  that  rates  would  have 

274 
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been  increased  on  many  classes  of  shipments  had  it  not 
been  for  tlu  hand  of  a  regulatory  body.  It  IB  a  conservative 
estimate,  however,  that  «hould  regulation  be  done  away 
\\ith  IH  now  under  supervision  nould  take 

from  the  poopl.  in  the  first  year  after  the  abolishment  of 
regulation,  a  sum  in  excess  of  $5,000,000  in  increased  rates. 

A  Itnost  as  soon  aa  the  Commission  waa  created  it  began, 
-  n  |  MM  complaint  or  upon  iU  own  motion,  an  investi- 
gation of  rates  affecting  the  more  important  com- 
modities and  necessities  of  life.  Reduction  in  grain  rates 
made  the  first  year  after  the  creation  of  the  Commission, 
compared  with  those  in  effect  before  regulation,  when  ap- 
crop  shipments  from  *iitlYn  nt  l,,,-:tliti.-s  in  the 
state,  ainmr  m  annual  saving  of  approximately 
$600,000.  Other  important  commodities  affected  by  reduc- 
tions are  coal,  cord  wood.  pulp,  milk,  cream,  cheese,  ice, 
slab  wood,  lumber,  crushed  stone,  sand,  gravel,  brick,  til*-. 
livestock  and  other  r<miiM<Hlities  too  numerous  to  mention. 
These  reductions  vary  from  1  to  20  per  cent ;  some  include 
the  entire  st;  r*  only  shipments  on  one  line  of  rail- 
road. It  has  been  es  aggregate  savings  to 
the  patrons  of  the  carriers  arising  out  of  orders  of  the 
Commission  and  the  enact  im  tit  of  the  two-cent  fare  law 
amount  to  $2,400,000  per  annum  in  railroad  charges 
aloi 

In  several  instances  the  Commission  has  taken  cases 
upon  appeal  •  iterstate  Commerce  Commission.  Act- 

ing as  p-  in  one  case  it  secured  a  20-per-cent  re- 

duction in  cheese  rates.  It  was  active  as  petition. -r  in 
both  the  express  and  western  classification  rate  cases.  In 
the  former  case  the  Commission's  computations  involved 
tin-  consideration  of  at  least  mi,-  million  "Imsinu  rat. V  ; 
required  130,000  separate  rate  computa- 
tions to  place  the  f-  id  state  decisions  in  accord. 
This  decision  saves  the  Wisconsin  public  approximately 
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$100,000  annually  over  tin-  nit.  s  in  effect  before.    Tin-  n 
dnetions  varied  from  1  to  :;•  nt. 

Because  over  7,000  dinVn-nt  rat.-s  an-  listed  in  the 
western  elassiiication  schedule  and  nearly  1,000  changes  or 
additions  to  the  classilirat  ion  an-  made  annually  for  int.-r- 
state  shipments,  tin-  handling  of  these  schedules  is  rompli- 
i  Much  of  the  correspondence  of  the  Cominisxi«,n  is 
over  rate  matters. 

Under  a  law  enacted  in  1913  the  Commission  is  ^iv.n 
power  to  investigate  freight  and  express  hills  It  provides 
for  the  small  and  irregular  shipper  the  same  bent-tit  that 
accrues  to  the  large  shipper  allied  with  a  traffic  bureau, 
and  does  it  without  cost  to  the  shipper.  This  feature  of  the 
Commission's  duty  is  daily  becoming  more  us,  t'ul  to  more 
and  more  patrons  of  the  steam  railroads  and  th- 
companies.  Under  the  railroad  law  the  Commission  is  also 
given  power  to  order  refunds  for  overcharges  made  to 
shippers.  This  results  in  many  thousands  of  dollars  h«  in^r 
returned  and  a  more  careful  attention  to  tariffs  by  the  local 
shipping  clerks. 

It  should  not  be  inferred,  however,  that  the  accom- 
plishments of  the  Commission  should  be  measured  by  reduc- 
tions in  rates  alone.  It  is  as  much  the  province  of  the 
Commission,  and  should  be  included  among  its  accomplish 
ments,  if  in  the  interests  of  justice  and  equity,  rates  are 
increased  when  found  to  be  unreasonably  low.  While  the 
reductions  in  rates  have  thus  far  exceeded  the  advances 
allowed,  increases  have  been  granted  in  many  instances. 
The  spirit  of  fairness  which  has  characterized  the  action 
and  orders  of  the  Commission  in  railroad  matters,  and 
which  has  earned  for  it  the  confidence  and  good  will  of 
railroads  and  shippers  alike,  is  perhaps  its  greatest  accom- 
plishment and  the  one  it  was  especially  created  to  estab- 
lish. 


(ii  \rrr.i;  xx 

STATE  CONTROL  OP  MUN1»  ir  u.LV  OWNED  PLANTS 

Municipal  nun,  rship  attaiim  its  highest  efficiency  ui 
state  regulation.  milus  engen  y  compariaon 

\\ith  .  lops  it*  greatest  use- 

fulness.    This  elaxx  of  utilities  in  Wisconsin  is  subjected 

ules  and  regulations  as  private  plants.    'I 
is  a  common  mixrnnerption.  houw.T.  that  municipal  utili- 
ties should  not  be  supervised  hy  tin-  state.     No  doctrine 
1  be  more  fallacious      HM  itlea  of  non-regulation  of 
municipal  plants  seems  to  be  an  M  the  L.-H.-f  that 

•  f  a  regulating  body  is  to  limit   tin- 
ts to  a  reasonable  return  upon  th«-  inv, -stm. -nt,  and 
this  rl.  M.  -ig  been  eliminated  by  municipal  ownership 

the  need  of  further  control  is  unnecessary.    Such  an  idea 
is  based  on  a  false  premise. 

Customers  of  municipal  plants  need  protection  as  to 

rates  and  service,  as  \\  ose  served  1>\  private  utilities. 

A   plant  may  have  little  or  no  n«-t   n  turns,  and  yet  the 

rates  as  a  whole  for  <litT.  n  nt  classes  of  consumers  may  be 

isonable  or  diseriin  One  class  of  customers 

may  be  charged  rates  so  hi «rh  that  t!.-y  \villbecontrib 

a-  part  of  the  cost  of  the  SIM  mlered  to  some  other 

class.    Again  the  plant  may  be  extravagantly  or  inefficiently 

as  a  scientific  cost  analysis  and  comparison  with 

other   plants   under  state   regulation    will    disclose.1     The 

•£r,   <  1,    \  I    t,.r  a  table  showing  the  comparative  ro«U  for  eaefc 
u  the  operation  of  municipal  water   plants  in  the  state. 
277 
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result  under  such  circumstances  may  well  be  that  nearly 
all  classes  are  paying  excessive  rates  and  the  plant  losing 
money.  Rate  of  profits  is  hut  one  factor  to  he  dealt  with 
in  the  field  of  regulation.  Tin-  building  of  equitable  sched- 
ules of  rates,  so  that  each  consumer  will,  as  nearly  as  prac- 
ticable, he  required  to  meet  his  proper  share  of  the  expenses 
of  the  utility  and  the  attainment  of  adequate  service,  is 
equally  important.  Regulation  to  be  effective  must  dis- 
cover and  eliminate  these  inequalities.  It  is  a  task  that 
municipal  plants  are  seldom  able  to  accomplish  efficiently 
without  the  aid  of  state  experts. 

No  telephone  utilities  in  Wisconsin  are  municipally 
owned.  The  gas  and  electric  plants  in  the  larger  cities 
are  also  under  private  ownership.  Wisconsin  has,  however, 
179  municipal  plants  with  properties  valued  at  $16,460,594 
compared  with  162  private  utilities  in  the  same  classes,  with 
valuations  aggregating  $15,616,232.  The  accompanying 
table1  gives  a  financial  comparison  of  the  municipal  and 
private  plants  in  the  state.  It  is  the  smaller  utilities 
unable  to  hire  experts  who  request  the  most  aid  from  the 
state.  Does  it  seem  a  reasonable  public  policy  that  the  state 
should  deny  this  needed  service  to  so  large  a  class  of 
municipal  utilities? 

Evils  exist  under  both  systems  of  ownership.      The 
records  of  complaints  before  the  Commission  form  a  safe 
criterion.    Out  of  forty-four  formal  cases  relating  to  muni 
cipal  plants,  fifteen  involved  the  reasonableness  of  existing 

1  For  this  table  the  classification  of  plants  was  made  on  the  basis 
of  population  in  which  the  utility  was  located:  Class  "A"  in  citii-s 
over  10,000  inhabitants;  Class  <'B"  in  cities  between  3,000  and 
10,000;  Class  "C"  between  1,500  and  3,000,  and  Class  "D"  between 
500  and  1,500.  Utilities  in  cities  below  500  are  in  ' '  condensed ' '  class. 
On  July  30,  1913,  the  basis  of  classification  was  "changed  to 
a  combined  revenue  and  population,  in  the  belief  that  revenues 
make  a  safer  criterion  of  the  extent  of  accounts  that  a  utility 
keep. 
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rates.  Of  sixty  informal  cases  handled  during  tin- 
fiscal  years  ending  June  30,  1912,  n.-jirly  all  invnlv.  <1  «|ii.s 
t  inns  of  service,  inefficient  operation  or  rate  discriminations. 
In  the  determination  of  equitable  rates  the  question  of  cost 
analysis  is  of  primary  consideration.  Its  importance  has 
been  consider*  «1  in  the  discussion  of  accounting  and  in  tin- 
following  chapter  on  the  defects  of  local  regulation.  Asid. 
from  complete  records  of  a  plant's  operating  costs,  it  is 
necessary  to  have  similar  statistics  gathered  on  the  same 
basis  from  other  plants,  for  comparative  purposes.  These 
data  can  be  secured  only  through  a  system  of  state  SIIJMT- 
vision.  It  is  through  such  methods  that  abnormal  operating 
expenses  are  eliminated  and  strict  business  methods  en- 
forced. Every  reason  exists  why  these  same  records  should 
be  obtained  from  municipal  plants.  It  makes  the  manage- 
ments more  efficient  and  insures  a  better  character  of 
service  to  the  public. 

A  municipal  plant  renders  two  distinct  classes  of  serv- 
ice: (1)  public,  and  (2)  private.  If  the  city  pays  nothing 
for  its  service,  or  if  it  does  not  pay  its  proportionate  share, 
as  was  discovered  by  the  Commission  in  some  cases  when 
the  utilities  law  was  passed,  this  is  a  discrimination  in 
favor  of  the  taxpayer.  If  the  private  service  rates  are 
too  low,  the  taxpayers  are  discriminated  against  in  being 
compelled  to  make  up  the  balance.  It  is  but  fair  that  each 
class  should  shoulder  its  own  burden,  and  that  eacli  in- 
dividual consumer  should  pay  as  nearly  as  it  is  practicable 
to  determine  his  share  of  the  cost  of  operating  the  plant. 
The  discriminations  in  rates  that  existed  when  state  regula- 
tion was  inaugurated  were  prevalent  in  municipal  as  well 
as  private  plants.1  The  complaints  that  have  since  been 
received  from  taxpayers,  consumers  and  city  authorities 
indicate  that  the  public  has  come  to  realize  clearly  that 

1  For  further  data  on  discriminations  when  the  Wisconsin  utilities 
law  became  effective,  see  Ch.  XXI. 
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rates  for  municipal  plants  should  cloaely  adhere  to  the 
of  the  terviee. 

Rates  to  be  charged  by  municipal  planta  are  computed 
on  the  same  ;  s  an.l  methods  as  are  used  in  deter- 

mining the  reasonableness  of  rates  in  private  plants.    Ac- 

te  operating  records,  comparative  cost  figures,  and  an 
unpivjutliced  view  of  local  eon-litmus  are  essential.1  The 
reasons  why  the  municipality  .-annul  secure  these  records 

;>•  n.i.  ntly  of  a  state  commission  are  so  fully  discussed 
in  tl  ing  chap  no  discussion  of  them  will  be 

ptr.l  1,,-n-  nrpimmt  that  obtains  for  state 

regulation.  inst.a.l  of  local  regulation,  has  the  same  force 
in  considering  the  question  of  the  state  regulation  of  muni- 
<-ipa!  isei. 

One  of  the  most  tedious  tasks  that  has  been  imposed 
upon  the  Commission  has  been  to  impress  upon  the  man- 
agements of  municipal  utilities  the  desirability  of  accurate 
financial  records  of  plant  operation,  kept  on  a  uniform 
basis.  Before  inequalities  can  be  eliminated  this  is 
indispensable.  That  these  inequalities  do  exist*  is  well 
illustrated  in  the  case  of  the  Cumberland  Municipal  Electric 

.t  riant,  in  uhn-li  the  <  'om  mission  said: 

The  applicant  in  this  case  desired  to  increase  certain  *  of  its 
present  rates  for  electric  current,  on  the  ground  that  these  rate* 
are  inadequate  and  did  not  cover  the  cost  of  furnishing  the  service 


•W.  C.  Beyer  of  the  Commission's  staff  has  prepared  a  brief 
.hliahed)   on  the  need  of  state  regulation  of  municipal  planta 
which  has  been  freely  consulted  in  the  preparation  of  this  chapter. 

•Among  easea  illustrating  typical  rate  inequalities  in  municipal 

planta  are   In   rf   Application  Grcrnvood  Municipal  Electric   Light 

ri.mt.  1910,  «  W.  R.  C.  R.,  60;  In  re  Application  City  of  Madi*m 

.  f-:,/M,i/,.  1909,  3  W.  R.  C.  R..  299; 

*  Biro  Water  4'  Light  Committion,  1912,  9  W. 

R  C. 

'  In  re  Application  Cumberland  Aft*.  EL  LI.  Plant,  1909,  4  W. 
R.  C 
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involved.  Upon  hearing  and  investigation  it  was  found  that 
the  applicant's  rate  schedule  was  not  properly  adjusted  and 
that  certain  classes  of  consumers  paid  less  than  their  just  share 
of  the  cost  of  operating  the  plant.  Because  of  these  facts  the 
Commission  endeavored  to  compute  more  equitable  schedules  of 
rates,  and  has  authorized  the  applicant  to  put  these  rates  into 
effect 

Even  where  the  managers  of  the  municipal  utility  have 
formulated  their  own  rates  and  sent  them  to  the  Commis- 
sion for  approval,  the  schedules  on  examination  have  been 
found  to  be  regressive  or  discriminatory.  The  following 
water  rates  submitted  by  the  village  of  Randolph,  January 
20,  1913,  are  typical: 


1,000  gallons  or  less  per  month,  $.60  per  thousand  Ballon* 

1,000  to  2,000  gallons  per  month 50  per  thousand  gallons 

2,000  to  3,000  gallons  per  month 40  per  thousand  gallons 

3,000  to  4,000  gallons  per  month 30  per  thousand  gallons 

Minimum  charge,  $7.20  per  year 


The  effect  of  this  schedule  is  illustrated  by  the  accom- 
panying diagram.  A  glance  will  show  that  consumers 
using  different  amounts  of  water  are  charged  the  same 
sum.  Consumers  "A,"  "B"  and  "C"  using  2,000,  2,500 
and  3,325  gallons  of  water  respectively  pay  $1  per  month. 
When  "A"  consumes  2,000  his  rate  is  50  cents  per  1,000 
gallons  or  $1.  If  he  uses  2,100  gallons  his  rate  is  in  the 
group  that  pays  40  cents  per  1,000  gallons  and  his  charge 
would  then  be  84  cents.  By  consuming  100  gallons  moiv 
he  is  able  to  reduce  his  bill  16  cents.  Such  rates  lead  to 
wastefulness.1 

1  Other  municipal  water  plants  that  have  submitted  rates  to  the 
Commission  for  approval  are  Merrillan,  Middleton,  East  Troy,  Au- 
gusta, Johnson  Creek,  Oregon,  Hartford  and  Mineral  Point.  Electric 
rates  for  munii -ipal  plants  have  been  considered  in  cases  from  Mer- 
rillan and  Clintonville. 
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There  are  many  instances  where  localities  operatin-.: 
municipal  plants  ivali/r  that  inr<,ual  it  i.-s  eZUrf  ami  apply 
to  tin-  Commissinn  to  make  adjust nients.1  These  voluntary 
applications  typify  the  aid  which  a  state  rommissinn  .-an 
render  a  municipal  plant  in  the  matter  of  rate-making  alone. 

A  further  indication  of  real  assistance  that  a  state 
commission  can  render  to  a  municipal  plant  is  in  tin- 
settlement  of  bitter  local  strifes.  For  several  years  the 
city  of  Sparta  has  been  quarreling  over  its  water  plant. 
The  ( 'om  mission  has  made  an  audit  of  the  plant,  installed  a 
system  of  accounts,  adjusted  the  rates,  and  the  municipal 
row  has  entirely  subsided. 

It  is  only  through  the  aid  of  a  state  commission  that 
such  service  could  be  secured  by  a  municipal  plant.  Tin- 
state  has  no  interest  in  these  disputes,  except  to  deal  justly 
upon  the  facts,  and  in  the  large  majority  of  the  cases  all 
parties  at  interest  are  willing  to  submit  the  matter  for 
settlement.  Hence,  as  has  been  indicated,  the  service  which 
the  state  renders  to  a  municipal  plant  divides  itself  into 
three  classes:  (1)  assistance  in  establishing  proper  uni- 
form accounts;  (2)  regulation  of  service;  (3)  engineer 
ing  assistance.  Of  what  direct  aid  has  the  state  been  to 
municipal  utilities  in  dealing  with  these  three  prohlems  .' 

Previous  to  January  1,  1912,  the  methods  of  account 
ing  were  left  largely  to  the  utilities  themselves.  The  records 
of  many  plants  were  so  incomplete  that  control  by  the 
state  was  imperative.  Out  of  177  municipal  plants,  1»  '>'"> 
maintained  operating  accounts  so  faulty  that  the  Commis- 
sion could  not  obtain  the  true  operating  expenses.  Out  of 
38  cases  where  the  Commission  was  called  to  render  special 
accounting  assistance,  26  were  municipal  plants.  In  muni 

1  Applications  to  make  adjustment*  have  been  receive*!  ;UM<>M^ 
other  cities  from  Fond  du  Lac,  Baraboo,  Evansvillr.  Midi  land  Center, 
MarshfiVl.l,  IMgerton,  Clintonville,  Watertown,  New  Holstein,  Colum- 
bus, Sheboygan,  and  Jefferson, 


STATE  CONTKni.  OF  MUM<  IIVM.  PLANTS  t85 


•Uowing  thirtwn  cities  complete  sys- 
terns  were  insUll-  :nt.,,,x,i!,.    Klkhart 

horn,  Grand  Rapi  illN.urn.  i.ak.  Milk 

I  '!\  n,..  nth  ami  Sharon      Thi* 

service  is  furnish*-.}  )•>  the  state  to  the  muni.  -ipality  with- 
out expense  to  the  Utter,  except  for  the  cost  of  printing 
the  blanks. 

Tu  mini?  now  to  the  question  of  service  furnifthed  by 
municipal    plants,   tin     impro\.  -im-nt    has    been    marked. 
constant  visits  of  inspectors,   managers  of 
muniripal  ut  il  it  it*  have  been  taught  tin-  importance  of  uni 
rl.-i-trie  voltatfr.  tin*  mrthod  of  testing  tin-  accuracy 
of   meters  aixl    other   information    r.  -yarding  plant  opera- 
is  a  report  of  one  inspector  covering  a  period 
of  four  months: 

is  inspector  made  twelve  inspections  at  municipal  plant* 
and  forty  inspections  of  planta  not  municipally  owned,  during 
this  time. 

The  assistance  given  in  connection  with  the  inspection  of  mu- 
tl   plants  included    information   on   meter   testing  for  six 
l»al  plants;  one  plant  was  shown  how  to  test  220 
V.  meters  using  tl.  \  .  rotating  standard;  one  plant  was 

instructed  in  pn»|»er  methods  for  testing  three  phase  meter.  Offi- 
cials of  another  plant  wen-  \ved  regarding  the  progress 

it  was  making  with  meter  testing,  and  one  of  the  newer  planta 
was  assisted  in  making  a  nn  meter  testa.  Meter  test  rec- 

ord forms  were  drawn  up  for  three  plants  and  one  plant  was 
given  advice  regarding  the  metering  of  street  lighting  current 
Two  planta  were  given  ;  i«»n  on  their  own  request  regard- 

ing methods  of  operating  the  plant  ;  three  had  the  inspector  draw 
up  suitable  forms  for  station  records;  one  was  given  advice  re- 
garding the  general  matter  of  voltage  regulation;  one  was  given 
assistance  in  the  use  of  graphic  recur  mments;  one  plant 

was  advised  as  to  how  best  to  overcome  difficulties  due  to  unbal- 
ancing of  the  system,  and  another  was  assisted  in  eliminating 
tlu»  trouble  caused  by  moving-picture  machine.  One  plant  asked 
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advice  regardim:  the  nuininir  «•!'  its  hi-li  tension  lines  across  rail- 
road track*.  The  ndminUt  ration  of  i\\«.  ,-itii-s  asked  general  ad- 
vice  regarding  improvements  they  proposed  making  in  their 
plants.  One  group  of  city  officials  was  givm  information  re- 
garding changing  from  a  single  phase  to  a  time  phase  system; 
one  plant  was  advised  regarding  lamp  renewals;  a  new  plant  had 
all  rules  of  service  thoroughly  explained  to  its  lighting  commis- 
sion at  its  special  request.  General  advice  was  given  \\-\- 
gard  to  rates  at  the  request  of  one  mlminist  ration,  and  the  im- 
portance of  accounting  was  pointed  out  to  one  administration 
at  its  request.  One  city  obtained  information  regarding  inter- 
ferences between  high  voltage  power  lines  and  transmission  lines; 
the  switchboard  instruments  were  found  out  of  adjustment  and 
adjusted  in  one  municipal  plant;  in  another,  assistance  was 
given  in  a  complaint  meter  test,  which  led  to  the  discovery  of  a 
wrong  meter  constant  which  has  been  causing  a  complaint  which 
the  local  inspector  had  been  unable  to  satisfactorily  settle.  In  an- 
other city  a  meter  test  was  witnessed  by  the  inspector  at  the  re- 
quest of  the  operator.  All  of  the  above  assistance  was  rendered 
to  officials  or  employees  of  municipal  plants  and  in  a  large  pro- 
portion of  the  cases  information  was  given  to  several  officials,  and 
in  some  cases  given  before  a  meeting  of  the  lighting  commission 
and  the  village  board. 

A  more  complete  summary  of  inspectors'  records  will 
reveal  some  of  the  more  important  accomplishments.  Serv- 
ice inspections  covered  fifty-three  municipal  plants  in  1909 
and  fifty  in  1912.  For  comparative  purposes  the  meter 
testing  and  voltage  records  of  these  municipal  plants  in 
1909  and  1912  have  been  compared  with  the  same  records 
for  fifty-two  private  plants  in  1909  and  fifty-five  in  1912. 
See  page  287  for  the  results. 

The  fact  that  municipal  plants  do  not  improve  service 
as  readily  as  private  plants  is  perhaps  due  to  the  fact  that 
managers  of  municipal  plants  are  changed  oftener;  many 
of  the  electric  plants  are  small  and  the  employees  render 
other  service  to  the  city  ;  the  superintendents  are  not  always 
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.skilled  managert.  In  some  small  cities  the  superintend  nt 
acts  as  village  marshal,  meter  inspector  and  general  engi- 
neer. Here  is  where  the  state  renders  a  public  service 
when  by  inspection,  supervision,  and  the  furnishing  of 
advice  to  the  managers  of  municipal  utilities  it  develops 
mi'!  sustains  the  plant  at  a  point  of  reasonable  efficiency. 
In  this  respect  the  state  Commission  stands  in  relation  to 
the  local  municipal  utilities  as  a  central  clearing  house  of 
information  regarding  public  utility  methods  and  ex- 
perience everywhere. 

Scores  of  municipal  plants  have  received  engineering 
assistance  from  the  Commission ;  *  valuations  have  been 
made  an<!  .  i.  s  in  the  facilities  have  been  corrected. 
••••  are  some  municipal  water  plants  in  which  deficien- 
cies have  been  discovered  by  the  engineering  staff  which 
unless  corrected  would  probably  have  resulted  in  serious 
consequences.  One  example  of  engineering  aid  to  muni- 
cipal plants  taken  from  the  records  of  the  Commission  will 
illustrate: 

1  Among  the  citiea  and  municipal  planU  which  hare  received 
•trricee  from  the  engineering  fUff  of  the  Railroad  Commi«ion  are: 
Baldwin,  Barren,  Bloomer,  Caahton,  Columbus.  Darlington,  Ban 
Claire,  Elkhart  Lake,  Kirov.  Ft  Atkinson.  Hudaon.  Jefferaon,  Keno- 
aha,  La  Crowe,  Madinon.  MarahnVld.  Milwaukee,  Neeaah,  New  Ua- 
bon,  New  Richmond,  Portage,  Sheborgan,  Sparta,  Tomahawk,  War 
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The  city  authorities  of  Portage  requested  advice  from  tlu« 
Commission's  engineers  as  to  the  advisability  of  contracting  with 
tin-  Kilbourn  Power  Company  for  electric  current  and  using  elec- 
tric instead  of  steam  power  for  operating  the  city  waterworks. 
City  also  requested  an  examination  and  report  upon  the  condi- 
tion of  its  plant  and  equipment  with  recommendations  as  to  any 
repairs  and  improvements  needed.  Both  requests  were  granted. 

Speaking  of  some  of  the  possible  benefits  of  state  regu- 
lation of  municipal  plants,  Delos  F.  Wilcox  has  said: 

In  so  far  as  regulation  is  effective  it  will  result  in  l  the  train- 
ing of  a  large  body  of  technical  men  to  look  at  public  utility 
problems  from  the  public  point  of  view.  This  development  will 
make  the  municipalization  of  public  utilities  more  practical  and 
the  success  of  municipal  operation  more  likely.  From  this  point 
of  view,  regulation  is  merely  training  men  for  the  more  direct  and 
far-reaching  responsibilities  of  public  ownership  and  operation. 
...  It  is  further  to  be  expected  that  the  public  knowledge 
which  comes  from  uniform  accurate  and  detailed  publicity  will 
make  municipal  ownership  more  feasible  and  private  ownership 
less  alluring  than  heretofore. 

In  private  plants  the  entire  resources,  skill  and  ability 
of  the  management  are  directed  to  the  one  end  of  servirr 
ami  plant  development.  Often  these  conditions  are  lacking 
in  municipal  enterprises,  a  circumstance  that  makes  state 
regulation  all  the  more  important  to  the  consumers,  tax- 
pay,  rs  and  the  public. 

1  Delos  F.  Wilcox,  "Effect  of  State  Regulation  on  Municipal 
Ownership  Movement,"  The  Annals  of  the  American  Academy  of 
Political  and  Social  Science,  May,  1914,  83-84. 
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No  one  will  longer  control  that  regulation  of  public 
utilities  is  unneoesssr  re  are  differences  of 

however,  aa  to  the  method  of  control  to  be  a]  i  the 

solution  of  utility  problems.  Two  schools  of  regulation 
have  appeared.  Fn--t.  are  those  who  believe  in  the  en 

iliti.s  t>\  the  local  unit  This  system  is  sometimes 
called  "home  rule'1  regulation.  Second,  are  those  who 
advocate  regulation  by  a  state  utilities  commission,  as  in 
New  York,  Wisconsin  and  ma  r  states.  This  system 

is  baaed  on  the  clearly  defined  legal  doctrine  that  the  state 
is  paramount  and  that  "a  municipal  corporation  is,  aa 
far  as  its  municipal  relations  are  concerned,  simply 

an  agency  of  the  state  for  conducting  the  affairs  of  govern- 
ment." l  The  state's  right  to  regulate  public  utilities  has 
been  the  subject  of  much  misapprehension. 

Advocates  of  local  control  present  three  possible  m 
ods  of  regulation  :    (  1  )  through  the  terms  of  the  franchise 
issued  by  the  locality  t<>  th«  utility;  (2)  by  creating  a  local 
utilities  commission  to  regulate  service  and  rates;  (3)  by 
enacting  municipal  ordinances  as  the  necessities  arise. 

The  plan  of  M  control  has  been  so  universally 

attempt.-,!  that   tin-re  are  Sufi  -suits  to  judge  of  its 

tl     At  the  outset  the  distinction  should  be  made,  how- 

th.-  franchise  is  lawfully  granted,  it  is  a 


v.  Bgglem,  170  U.  8.,  304;  <U*>  JfJriiu  v.  Ka**u,  101 

u.  a,  207. 
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franchise  grant  from  the  state  and  not  from  tin-  municipal- 
ity, as  the  latter  acts  only  as  the  agent1  of  the  state." 
Acting  upon  this  legal  principle  the  legislature  of  Wiscon- 
sin enacted  a  law  by  which  the  indeterminate  permit  super- 
seded the  franchise.  This  was  fundamental  to  state  regu- 
lation. Hut  it  is  not  probable  that  there  was  a  single  fran- 
chise in  effect  at  the  time  of  the  substitution,  which  con- 
tained adequate  rate  and  service  provisions.  When  a 
franchise  is  originally  granted,  the  common  council  or 
authoritative  body  attempts  to  drive  a  shrewd  business  bar- 
gain with  the  managers  or  owners  of  the  prospective  utility. 
So  it  has  usually  put  into  the  contract  such  details  as  the 
number  of  fire  streams  or  the  rated  candle  power  of  arc 
lights,  both  of  which  tests  have  since  been  superseded 
through  the  development  of  the  art. 

Ordinarily  a  franchise  is  for  a  period  of  twenty  to  fifty 
years.  Within  that  single  interim  the  history  of  franchises 
shows  that  standards  of  service  and  rates  have  undergone  a 
revolution.  Even  the  Railroad  Commission,  after  five  years 
of  use,  found  it  necessary  to  change  its  service  require- 
ments to  keep  pace  with  developments.  Under  such  cir- 
cumstances, is  it  not  probable  that  service  and  rate  require- 
ments written  into  a  franchise  in  1894  would  be  antiquated 
in  1914?  But  even  if  these  standards  were  still  satisfactory 
there  is  usually  no  city  agency  to  determine  that  the 
requirements  are  being  fulfilled. 

Franchise  provisions  fixing  definite  rates  to  be  charged 
are  even  more  unsatisfactory.  Often  in  the  bargaining 
between  the  common  council  and  the  utility  manager  over 
rates  to  be  permitted  by  the  terms  of  franchise,  concessions 
are  made  to  the  city  that  must  of  necessity  be  offset  by 
extra  charges  on  the  private  consumers.  Again  tne  facts 
upon  which  rate  provisions  of  a  franchise  should  be  predi- 

1  Milwaukee  v.  Mil.  Elec.  By.  Co.,  144  N.  W.  Rep.,  206. 
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eatctl  an-  diDicul*  >i  and  still  more  difhVult  to  dcter* 

mini  ;.id  haa  been  '  lopm.-nt  of  tin-  art  in  the 

gas,  -lie  fields1  that  what  might  be  a 

reaaoii.il>!'-  rate  charge  for  one  year  would  be  wholly  un 
reason. iM.    thereafter.    For  example  l>oth  Milwaukee  and 
Sup-  -  two  largest  cities  of  the  state,  originally 

granted  street -mr  franchises  containing  rate  of  fare  limtta- 
tions  which  the  Railroad  Commission  haa  now  found  ex- 
eeaaive.'  I-:1  mine  whether  theae  ratea  can 

be  lowen-d  l.\  ti..-  stat.  amending  the  franchise  is  pending 
in  th«-  l  int,.«l  States  Supreme  Court,  the  Wisconsin  Su- 
preme Court  ha\in^  pr.-vioualy  sustained  the  validity  of  tin- 
Commission's  redu.tmn  Thus,  using  ordinary  prudence 
and  judtfim-nt.  tin-  rity  officials  were  unable  to  aee  far 
enough  in  tl,.-  future  to  compass  th«  n. 

"In  1-  of  illuminating  jras  in  this 

xvaa  a  litth-  ov,  r  $2.00  per  1,000  cubic  feet,"  says 
George  (  statistical  department  of 

tli.-  Wisconsin  Railroad  Commission,  in  discussing  tin-  un 

ntics  in  making  franchise  rates.4    "In  l:»<>7 
age  price  waa  $1  ice  of  all  gas  in  1885 

waa  about  $1:84,  and  in  1!'"7  it  was  $1.10. 

"Aside  from  the  d«  nt  <»f  the  industry,  how» 

there  is  another  which  v.-ry  oftm  prevents  ratea 

fixed  by  franchise  from  being  satisfactory.    From  the  point 

of  a  puhlir  utility  there  is  almost  no  comparison 
between  the  average  city  of  6,000.  and  the  average  city  of 

1  Commiaaioner  Boomer,  Addreaa,  Camp  Co-operation  Book  of  Pro- 
ceeding*, 1013,  74. 

fy  of  UUvoMkee  v.  T.  M.  E.  B.  f  L.  Co..  1912,  10  W.  R.  ( 
1-305;  Superior  Commercial  dub  et  al.  v.  Duluth  Street  Bailvay  Co., 
1912,  12  W.  R.  C.  a,  No.  R.  577. 

1  153  Wiaconain  Beporta,  592. 

•O.  C.  Mathewa,  Addra^  Proeeedinga  of  the  First  Annual  Con- 
vention  of   the  League  of   Munkipalitiea  of   MinoeaoU 
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20,000.  Yet  in  Hi.-  twenty  years  from  1890  to  1910  the 
city  of  Kenosha.  Wisconsin,  gnu  in  population  from  6,530 
to  21,371.  The  condition  under  vJ,ieh  public  utility  serv- 
ice was  furnished  in  that  city  underwent  an  entire  change. 
NMW  suppose  a  twenty-year  franchise  had  been  granted  in 
1890  fixing  the  rates  for  service,  of  what  possible  use  would 
it  have  been  in  I'.nn?  In  some  of  the  western  states  the 
conditions  are  even  more  extreme.  The  city  of  Spokane 
grew  from  less  than  20,000  in  1890  to  over  100,000  in  1910. 
So  we  see  that  when  it  comes  to  the  regulation  of  ratef 
and  service  by  franchise,  this  regulation  is  of  practically 
no  value,  because  when  the  franchise  is  granted,  the  city 
does  not  generally  possess  facts  which  enable  it  to  estab- 
lish  reasonable  rates  and  adequate  standards  of  service 
because  the  changes  in  the  industry  make  the  standards  of 
service  and  the  rates  of  to-day  entirely  inadequate  and 
unreasonable  before  the  expiration  of  the  franchise,  and 
because  the  growth  of  the  city  itself  changes  conditions 
under  which  service  is  furnished.'* 

Confronted  with  the  defects  of  franchise  regulation, 
supporters  of  local  control  contend  that  the  same  power 
of  regulation  should  be  granted  to  the  local  unit  as  is 
enjoyed  by  the  state  over  the  railroads.  It  was  in  response 
to  this  sentiment  that  the  legislature  incorporated  the. 
following  provision  in  the  original  Public  Utility  Law : 

SECTION  1797  m-87.  Every  municipal  council  shall  have  power 
(1)  to  determine  by  contract,  ordinance  or  otherwise  the  quality 
and  character  of  each  kind  of  product  or  service  to  be  furnished 
or  rendered  by  any  public  utility  furnishing  any  product  of 
service  within  said  municipality  and  all  other  terms  and  condi- 
tions not  inconsistent  with  sections  171)7  in-1  to  1797  m-lOf).  in- 
clusive, upon  which  such  public  utility  may  be  permitted  to  oc- 
cupy the  streets,  highways  or  other  public  property  within  such 
municipality,  and  such  contract,  ordinance  or  other  determination 
of  such  municipality  shall  be  in  force  and  prima  facie  reason- 
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able.    Upon  complaint  made  by  ancb  public  utility  or  by  any 

tied  complainant  aa  provided  in  aection  1797  m-43,  tbe  com- 
mission  aball  act  a  bearing  aa  provided  in  ecttiona  1797  m-45  and 
1797  m-4tf  and  if  it  aball  find  nuch  contract,  ordinance  or  otber 
determine  t..  be  unreasonable,  auch  contract,  ordinance  or 
other  determination  aball  be  v- 

i  To  require  of  n  dy  ordinance  or  otber- 

wiae  auch  s  and  extenaiona  t  vocal  plant  within 

said  mu!.  us  ahall  be  reasonable  and  necessary  in  tbe 

st  of  tbe  pulili.-,  and  to  designate  tbe  location  and  nature 
of  all  auch  additions  and  extensions,  tbe  time  within  which  they 
moat  be  completed  and  all  *  •!•  -r  \vhi<  h  they  mast  be 

constructed  sui  w  by  tbe  commission  as  provided  in 

Mil><li\i>i<>;  :•*  section. 

u-coinpliancc  with  tbe 

^iona  of  any  ordinance  or  resolution  adopted  pursuant  to  tbe 

>   The  power  and  authority  irrnntfil  in  this  scrtion  shai 
ist  and  be  vested  in  said  mu  mg  in  aectiona  1797 

m-1  to  1797  m-109,  inclusive,  to  tbe  contrary  notwithstanding. 


Thus  the  same  broad  powers  of  regulation  are  first 
given  to  to  use,  if  it  i  li<><»,  x  1.  living  to  the  Rail- 

road Commission  <>nl  >  regulations 

upon  complaint.    \Vh<  th<  r  it  is  that  the  municipal  aut 

>e  regulatory  powers  can  most  etT.-.-tiv.-ly 

be  exercised  by  a  state  commission,  which  is  not  in  Hue  need 

by  local  prejudices,  or  that  the  heavy  expense  to  employ 

rts  to  make  investigations  and  valuations  is  too  large, 

has  not  been  <  \plain  iains  that  practically 

no  local  y  has  availed  itself  of  the  power  of  regu- 

•.:.     This  condition  obtains  also   in  th<>  other  states 

utility  commissions  with  powers  similar  to 

that  in  Wisr<  created. 

To  determine  the  feasibility  of  local  or  state  control 
it  is  necessary  to  review  the  problems  confront. ••!  in  the 
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of  public  utility  regulation.     There  are  HUT,-  primary 
1.  rations:     (a)  service;  (b)  rates,  and  (c)  security 
issues. 

As  already  explained  in  the  chapter  on  service  the  state 
has  fixed  standards  for  all  classes  of  utilities  JIM.  I  <  n  forces 
them  through  a  system  <>f  inspection.  Reference  to  the 
uplishments  has  also  been  made.1  That  local  regula- 
tion, mostly  through  franchis.  pm  vision,  prior  to  the  pas- 
sage of  the  utility  law,  was  ineffective,  has  also  been  illus- 
trated by  statistics.  Every  rate  case  involves  the  question 
of  service.*  The  existence  of  these  inequalities  is  well 
illustrated  in  the  case  of  the  Citii  of  Knukauna  v.  Kau- 
kauua  Gas,  Electric  Light  &  Power  Company,  in  which  the 
Commission  said  : 

The  evidence  shows  conclusively  that  respondent's  plant  8  and 
distribution  system  are  wholly  inadequate  to  meet  the  reasonable 
requirements  of  the  city.  The  distribution  system  was  poorly 
meted  in  the  first  instance  and  has  never  been  properly 
maintained  since.  It  requires  reconstruction.  The  power  plant 
is  in  little  better  condition  than  the  distiihuti«»n  system.  Accord- 
ing to  the  proposed  plans  of  the  company  for  altering  and  im- 
proving the  power  plant,  it  would  seem  that  much  of  the  plant 
is  obsolete.  It  lacks  many  appliances  necessary  to  the  renderini: 
of  good  service.  The  service  rendered  to  the  public  in  the  past 
has  not  only  been  unreasonably  inadequate,  but  much  of  the  time 
intolerable.  The  rules  prescribed  by  the  Commission  concern- 
ing the  standard  of  ser\i«-e  n-quiivd  •»!'  every  sudi  utility  have 
not  been  observed,  and  could  not  be  observed  until  extensive  work 
of  repair,  reconstruction  and  ext«  ii>i..n  ot  the  power  plant  and 
distribution  system  was  first  performed.  Furl  her  delay  in  put- 

lSce  Ch.  V;  also  Ch.  XX,  showing  service  improvements  in  muni 
«  -i|.:il  plants  under  state  regulation. 

•  In   re  Application  Manitowoc  Gas  Company  for  Authority   to 
Bqu.i  99,  1908,  3  W.  R.  C.  K..   L6S,  180. 

*City  of  \     Knukauna  Go*,  Electric  Light  f  Power  Co., 

1910,  H  W.  i;    ('.  B.,  703. 
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ting  the  power  plant  :  tuition  nyvtem  in  tOdtot 

1  nut  be  endured.    The  public  u  entitled  to 

!:.l  V  \      .l'!«  -I    i.l' 


No  extensive   discussion   will    be   undertaken   in 
connection  ..  -  of  rates.    Tbe  facU  upon  \s 

rates  are  baaed  ami  the  in*  tli<»<i  of  computing  them  have 
already  been  out  \  few  of  the  cane*  before  the  Com- 

minion  will  In-  referred  to.  however.  t<>  el 
tary  principles,  i  ay  be  ahl-   t<>  judge  aa  to 

-1  be  able  at  a  minimum  of  .\pense 

to  aerure  the   facts  neeesHan  and  reasonahle  rate 

regulation.    Itatee  to  I  mM  eiiminat 

-  as  possiMe ;  must  ai«i  in  securing  the  maximum 

ilsillexs  ;     Mills!     M 

powihN  service  furnished  and  at  the  same  tim<- 

ide  a   fair    return   on   the   actual    investment 
si\e  pul. li.-  utilr  ninatinna  were  before  the 

law  was  passed   will  uatirally   known       It 

has  been  estimated  that  the  favors  granted  by  local  utility 
corporations  amount.,!   to  over  $2.000,000  a  year.1     One 
after  tl  •  as  passed,  ( 'ommiNxi,in.-r  li     I 

whole  Btate  was  literal!  .1  an-1  plas- 

tereil  with  «liseriminations  in  the  rates  of  utilities;  and  in 

all  the   rest  of  the  count'  •   of  such 

criminations  has  not  .  ned  as  it  has  in  Wis- 

liahle  that  discriminations  similar  in 

.  iw  exist 

of  tl  ne)  companies,  eight  out  of  • 

one  hum  I  re«  1  sul  free  or  reduced  sen 

were  served  water  in  one  city  of  4.000 

lMany  of  the  facto  upon  which  this  portion  of  the  chapter  U 
baead  are  taken  from  a  report  on  State  versus  Local  Control  of  Pub 
,  ( iinpuMiHtM-l  at  this  time)  made  by  W.  C.  Beyer,  a  •am- 
ber of  the  Coromiaiion'a  staff,  to  the  Gommiarion. 

<     !l. ..-.-.  ••\\iaconwnaa  Experiment  in  Democracy,"  7S. 
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inhabitants  without  charge.  In  Madison,  the  capital  of 
tin-  state,  1,360  !<•!< -plume  users  out  of  5,000  received  re- 
ductions amounting  to  $1,120  a  month.  Discriminations 
also  existed  between  public  and  private  users;  between 
metend  and  unmetered  users  and  between  power  and  li<:ht 
consumers.  In  Ashland  the  city  was  paying  about  svlix) 
less  for  water  than  its  share.1  The  electric  light  investiga- 
tion  in  P..  loit  showed  "an  average  revenue  per  kilowatt 
hour  from  residence  consumers  of  13.6  cents,  from  saloons 
of  5.9  cents,  stores  6.7  cents,  and  hotels  6.4  cents.  Tin 
facts  show  quite  clearly  that  the  residence  consumers  in 
Beloit  have  been  compelled  under  existing  rate  schedules 
to  bear  more  than  their  proper  share  of  the  cost  of  the 
service  rendered."2 

Enough  has  perhaps  been  said  to  illustrate  the  extent 
and  viciousness  of  discriminations  in  rate  schedules.  I.' 
lation  whether  by  the  locality  or  the  state  must  be  of  the 
character  that  will  detect  these  inequalities  and  eliminate 
them,  with  such  adjustments  that  each  consumer  shall  he 
required  to  meet  his  proper  share  of  the  expenses  of  the 
utility.3 

Directly  bearing  upon  the  rate  question  is  the  develop- 
ment of  the  business.  Rates  may  be  so  high  as  to  make 
the  use  of  the  service  prohibitive;  or  one  class  of  rates 
may  be  out  of  proportion  with  the  rates  for  other  classes, 
causing  a  lack  of  development  within  that  class.  Equit- 
able rates  encourage  the  widest  use  of  the  service  with 
proper  regard  for  each  class  of  users. 

After  the  decision  was  announced  on  July  19,  1911,  in 


1  City  of  Ashland  v.  Ashland  Water  Co.,  1909,  4  W.  R.  C.  R.,  297. 

•City  of  Beloit  v.  Beloit  Water,  Gas  and  Electric  Co.,  1911,  7  W. 
R.  C.  R.,  376. 

'For  a  clear  presentation  of  arguments  and  statistics  in  favor 
of  limited  state  control  and  wider  local  control  see  Dr.  Delos  F. 
Wilcox,  Article  in  National  Municipal  Review,  III,  No.  1,  1911. 
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nt  of  business  under  th«- 

ml  just  ui«  nt  of  rates  of  residence  users.    During  the  year 
tin-  numlx-r  of  residence  consumers  increas* 
••niisiimption  28.1  p«  ri.l  the  revenues 

l-'-r  the  year  previous  there  was  also  a  decided 

The  necessity  of  allowing  the  utility  a  reasonable  return 
upon  its  in\i -stin. -iit.  to  attract  MI:";!. -lent  capital  for  a  full 

ness,  has  already  been  fully  ex- 

plainiMl   iu  an  i-arli.-r  -       It  Is  an  I'lnn.-nt   to  which 

n-irulatinir  l»o«ly  must  ^ive  recognition.    Capital  will 
not  •  •  pt  umli -r  terms  as  reasonable  as  are  to  be 

found  for  the  same  risk  in  other  enterprises. 

The  story  of  the  looting  of  such  railroads  as  the  New 
>fO  and  other  lines;  the  watering  of  lin- 
stocks of  i >u!  orporations  and  oth< 

•o  common  not  to  attract  the 

attention  of  state  ami  nat  rislatures.    Few  will  con- 

that    tin-    1. ..-.,;•  .1,1    regulate   security   issues. 

Grant.  1  the  j... \\.-r  it  nn-l.t  be  neglected  as  was  public 
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utility  regulation  before  the  era  of  state  control.  It  is 
the  nullification  of  this  regulation  that  is  most  desired  by 
financial  speculators.  In  recent  years  many  states  have 
passed  laws  delegating  some  state  agency  or  commission 
to  supervise  the  issues  of  stocks  and  bonds.  Its  im- 
portance is  well  settled  in  the  public  mind. 

The  question  then  is:  Can  the  locality  regulate  public 
utility  service,  rates  and  securities  as  adequately  as  a 
state  commission? 

Among  the  more  important  reasons  why  local  regula- 
tion cannot  effectively  *  meet  these  problems  are : 

I.  Necessary  information  will  not  be  available. 

II.  Local  regulation  is  too  expensive  for  the  locality  to 
maintain  a  competent  staff  necessary  to  secure  this  informa- 
tion. 

III.  The  municipality  is  too  limited  a  unit  of  control. 

IV.  Politics  and  local  bias  affect  local  regulation. 

V.  There  has  been  an  inability  of  localities  to  adjust 
rates  in  the  past. 

The  necessity  of  scientific  and  uniform  accounting  in 
public  utility  regulation  is  at  once  apparent.  There  must 
be  accurate  cost  records  based  upon  proper  charges.  Be- 
fore the  day  of  state  regulation  in  Wisconsin  an  examina- 
tion of  the  accounting  methods  used  by  many  of  the  utilities 
disclosed  a  lack  of  understanding  of  the  items  in  the  mak- 
ing of  the  charges ;  no  recognition  of  the  distinction  between 
repairs  and  replacements,  between  construction  costs  and 
operation  expense,  and  often  a  mixnp  of  other  similar 
transactions  that  unless  corrected  would  obscure  the  true 
profits  of  the  business.  Even  the  municipal  plants  have 

*The  five  reasons  why  local  regulation  is  ineffective  were  worked 
out  in  the  brief  to  the  Commission  by  W.  C.  Beyer  of  the  Commis- 
sion's staff.  Much  of  the  information  presented  here  has  been  ob- 
tained from  that  report  and  the  examination  of  cases  cited. 
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not  i  ate  reconU  in  the  pant.    The  Coramis- 

b    i"  IHJT  cent  of  th«-  mum 

.nits,  \alu--.l  in  tl..-  aggregate  at 
•00,000,  with  records  mifflri.-ntly  tin. 

the   reaulta  of  «  delusion   would  teem 

itable  that  wli.-n   municipal  utility  records  need  such 
general  sup.  •  it  u.. 1,1,1  not  be  inherent 

in  ti  MJ  the  reoordi  of  private 

utilities  operated  within  its  borders. 

M..V.  .-..:•.  sci.ntitic  records  kept  on  a  uniform  basis 
for  all  cities  are  necessary  for  comparative  purposes  in 
rate-making.  The  previous  chapter**  on  accounting  and 
operating  expenses  illustrate  iluable  use  to  which 

these  data  are  appii-  <i   in  •  l.-t.-niiiiiing  normal  costs  for 
st. -p  in  tin-  process  of  opera t ion  -    Abnormalities  are 
eliminated  an«i  utility  companies  are  forced  into  comparison 
on  a  strict  l>u. si  ness  basis. 

Not  only  <!<>  tin-  cities  lack  tin-  authority  to  enforce 
uniform  accounting  systems  upon  but  the  cost 

of  ol  .piling  tin-  necessary  in- 

D    \\ouM    make    it  almost   prohibitive.     The   col- 
11  of  such  statistics  requires  the  services  of  a  com- 
petent staff  for  small  as  well  as  the  larger  cities.     Then- 
are  268  cities  in  the  state  to  which  some  form  of  utility 
•e— water,  gas,  •  r  a  combination  of  these — is 

furnish.  .1  and  fifty  of  these  cities  have 

populations  of  less  than  10,000  inhabitants,  and  only  one 
has  over  50,000  people  according  to  the  last  census.  Is  it 
reasonable  to  expect  that  the  two  hundred  and  fifty  smaller 
,  could  bear  this  heavy  expense?  Competent  auditors 
in  i1'  -MI  $20  to  $50  a  day.  Consult- 


Mathewt,   MlnnewU  addraw  before  League  of   Mi 
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op.  cil.;  alto  999  dbeuakm  and  table  of  municipal  plant*,  Ch.  XX. 

•899  Table  I,  Ch.  VI;  alto  City  of  Jfaefe*  T.  Bad**  Gat 
Co.,  1911,  6  W.  B.  C.  R.,  270. 
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ing  engineers  charge  from  two  to  four  mills  on  tin-  dollar 
for  making  valuations.  P.r.-ausr  tin-  \YU<M»nsin  GbmmMan 
maintains  a  regular  staff  the  valuations  made  by  it  cost 
from  out-  to  t\\o  mills  on  a  dollar.  Valuations  of  gas  and 
water  plants  in  small  cities  under  .").<><)()  inhabit, 
the  Commission  from  $80  to  $160.  Should  these  valua- 
tions !»«•  made  privately  the  cost  would  be  several  times 
great*  i  The  recent  expert  investigation  of  gas  rates  in 
St.  Paul.  .Minnesota,  cost  the  municipality  $55,000,  and 
the  matter  is  now  in  the  courts  where  added  expense  will 
be  incurred.  The  valuation  of  the  Milwaukee  Gas  plant, 
a  property  of  about  the  same  size,  cost  the  Wisconsin  Com- 
mission $8,500  and  the  Milwaukee  street-car  company  has 
properties  twice  as  valuable  as  the  gas  company  in  St. 
Paul,  and  that  valuation  only  cost  the  Commission  $11,000. 
The  state  can  make  the  valuation  cheaper  and  there  is 
seldom  the  court  contest  aftermath.  Because  of  the  ex- 
pense, undoubtedly  the  result  of  local  regulation  in  Wis- 
consin would  be  that  the  439,789  people  living  in  the 
two  hundred  and  fifty  cities  under  10,000  inhabitants 
would  go  without  any  utility  regulation  whatever.  This 
would  be  a  return  to  conditions  that  existed  before  the 
Public-  I'tility  Law  was  passed,  when  discriminations  and 
inequalities  were  rampant. 

Hut  a  still  more  serious  defect  is  to  be  found  in  the 
fact  that  the  locality  is  not  the  natural  unit  of  control. 
The  argument  strikes  with  particular  force  municipal 
plants  that  extend  beyond  municipal  limits.  A  telephone 
utility,  with  extensive  toll  connections,  breaks  over  the 
borders  of  geographical  subdivisions ;  an  interurban  system 
extends  through  several  towns,  and  electricity  for  li<rhtin<r 
and  power  purposes  may  be  transmitted  across"  a  state, 
serving  many  villages  and  cities.  This  view  is  ex  pi 
by  Delos  F.  Wilcox,  a  recognized  authority  on  public 
utility  regulation. 


STATE  VERSUS  LOCAL  CONTR<     run 

After  all  the  day  of  walled  cities  b  past  and  now  an  urban 
eommunity  »  i«  primarily  a  congested  spot  on  the  state  map,  a 
enter  of  ;  timatdy  related  to 

;  eraonal  ami  |  »ls  of  all  the  cituwtw  with, 

sphere  of  influence,  win-  extend*  to  and  beyond  the  boon- 

(he  commonwealth  .  alUmur 

cotnpaniti  industries,  have  grown  far  enough  beyond 

inertly  loom!  bounda  to  require  complex  governmental  machinery 
to  operate  or  regulate  them. 

The  original  power  of  regulation  is  inherent   in  t!,«- 
1  corporation  is  a  put  umental- 

t.il.li-l  •  ion  of  the  affaire 

3    A  state  commission  can  exercise  no  greater 
power  than  the  legislature  endows  it  with.    A  local  commit- 
power,  cannot  overstep  its  boundaries  in 
the  enforcement  of  its  mandates.     A  review  of  u 
tions  makes  the  analogy  plain.    Only  6.38  per 
out  of  a  total  of  642  telephone  exchanges  in  Wisconsin, 
operate  in  urban  communities;  93.62  extend  beyond  mum 
local    regulation  over  nin< -t« nths  of 
the  telephone  systems  would  be  able  to  escape  complete 
regulation  by  one  body,  or  be  subjected  to  as  many  di  ft 
systems  of  regulation  as  there  were  communities  through 
h  they  passed.    The  authority  and  achievements  of  the 
Commission    in    enforcing   physical    connection    between 
separate  exchanges  for  toll  and  local  service  in  a  score  of 
<  niimninities,  as  a  xplained,  would  have  been  a  prac- 

impnvsil.ility  under  local  regulation 
Similar  conditions  appertain  among  Wisconsin  gas  and 
'ompanies'  and  every  year  brings  further  con- 

» Wifcox,  "Municipal  FraaehiaM, "  II,  704. 
r.»n  v.  Kentucky,  173  U.  8.,  L 

1  Wiironsin  gas  plant*  that  serve  more  than  one  community  arc: 
Racine  Oaa  Co.— supplies  Ratine  and  sells  to  Kenosha;  Wtseoaabi 
Traction,  Light,  Heat  4  Power  Co.-supplics  Appleton,  Meaaaba  aa4 
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solidatinr.  mpaiiics   that    make   tin*   problem   <>f   local 

regulation  tin*  more  rouiph-x.  As  a  enhninatinn  of  Iliis 
movement  of  consolidation  there  an-  smne  who  predirt  tliat 
a  movement  will  arise  for  the  state  ownership  of  the  inter- 
munieipal  utilities  such  as  intenirban  railways  and  traction 
lines.1  Such  consolidations  are  a  condition  not  only  tyj) i'  1 1 
of  NYisconsin  but  of  other  states,  as  an  examination  of 
the  attached  maps  for  Wisconsin.  Illinois,  Iowa  and  Michi- 
gan illustrate.  The  Commonwealth  Power  Company  of 
Michigan  supplies  twenty-one  cities  and  villages;  the  Grand 
Rapids-Muskegon  Power  Company  of  Michigan  supplies 
fourteen; 2  the  Iowa  Railway  and  Light  Company  furnished 
gas,  electric  or  electric  railway  service  to  forty-eight  cities 
and  villages;  the  Central  Illinois  Public  Service  Company 
has  properties  in  one  hundred  cities  and  villages.  To  carry 
out  the  principle  of  local  control  there  would  be  forty-ei^ht 
bodies  regulating  one  company  in  Iowa  and  one  hundred 

Neenah ;  Milwaukee  Gas  Light  Co. — supplies  Milwaukee  and  sells  to 
Milwaukee  (Welsbach  Street  Lighting  Co.  of  America),  Wauwatosa 
(Wauwatosa  Gas.  Co.),  and  West  A  His  (West  Allis  Gas  Co.). 

Some  electric  utilities  that  extend  beyond  municipal  borders  in 
Wisconsin  are:  Interstate  Light  and  Power  Co. — operates  plants  in 
Platteville  and  Shullsburg  and  sells  current  to  municipal  plants  at 
Benton,  Cuba  City  and  Hazel  Green;  Wausau  Street  Railway  Co. — op- 
erates in  Wausau,  Scofield  and  Rothschild;  Wisconsin  Traction, 
Light,  Heat  &  Power  Co. — operates  in  Appleton,  Menasha  and  Nee- 
nah; Chippewa  Valley  Railway  Light  and  Power  Co. — operates  in 
Chippewa  Falls,  Eau  Claire,  Elk  Mound,  Menomonie  and  Altoon. 
sells  power  to  plants  in  Bloomer,  Cadott  and  Elmwood ;  and  the  Mil- 
waukee Light,  Heat  and  Traction  Co. — operates  in  Cudahy,  E.  Mil- 
waukee, E.  Troy,  Hales  Corners,  Mukwanago,  Pewaukee,  Racine, 
Rochester,  So.  Milwaukee,  St.  Francis,  Waterford,  Wauwatosa,  West 
Allis,  West  Milwaukee  and  White  Fish  Bay. 

*Delos  F.  Wilcox,  "Effect  of  State  Regulation  on  the  Municipal 
Ownership  Movement,"  Annals  of  American  Academy  ^of  Political 
and  Social  Science,  May,  1914,  84. 

'The  map  of  Michigan  was  compiled  from  information  secured 
from  the  Hodenpyl,  Hardy  &  Co.,  Detroit;  for  Illinois  from  a  m.-ip 
appearing  in  the  Electrical  ll'ttrld.  May  31.  I.  146;  and  for 

Iowa  and  Wisconsin  from  Moody 'a  Manual,  14th  ed. 
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.  >MI  missions  regulating  parts  of  the  one  corporation   in 

Illinois. 

Mihvaiikr.-'s  conditions  present  a  like  complexity  as  an 
investigation  by  Mr.  .Mat IK-US  shows: 

'  Perhaps  a  brief  outline  of  some  of  the  steps  to  be  taken  ' 
in  regulating  electric  railway  rates  in  Milwaukee  will  show  the 
defects  in  local  control.  There  are  fourteen  power  plants  and 
substations,  some  of  which  supply  current  for  both  railway  ami 
lighting,  and  supply  steam  for  heatinir.  There  are  thousands 
of  feet  of  transmission  lines  overhead  and  nnderirround,  which 
are  used  jointly  for  lighting  and  railway.  There  are  GOO  cars, 
360  miles  of  track,  and  over  .'{(i()  miles  of  trolley  wire,  of  which 
large  portions  are  used  interchangeably  by  the  railway  systems 
which  give  interurban  service  in  Milwaukee  over  18  lines,  in 
Racine  over  4  lines,  in  Watertown  over  1  line,  and  operate  9  sub- 
urban and  3  interurban  lines.  The  Commerce  Street  power  sta- 
tion supplies  current  for  city  lighting,  city  railway,  and  the  in- 
terurban railways  within  a  radius  of  20  miles.  Shops  and  equip- 
ment in  Milwaukee  are  used  for  the  entire  system.  Moreover 
the  Milwaukee  system  buys  hydroelectric  power  from  the  Kil- 
bourn  dam,  over  100  miles  distant,  which  would  be  entirely  be- 
yond city  control.  It  is  easy  enough  to  say  that  the  city  should 
have  control  within  its  own  limits,  but  the  Milwaukee  system 
serves  not  only  the  city,  but  a  large  portion  of  the  State." 

The  inability  of  a  system  of  local  control  confined  to 
narrow  limits  to  cope  with  the  utility  problem  would  ap- 
pear incontrovertible. 

There  are  other  disadvantages.  Under  local  control 
public  utilities  may  become  political  footballs.2  Chicago 

1  Mathewg,  Address  at  St.  Paul,  op.  cit. 

'Wilcox,  "The  Control  of  Public  Service  Corporations  in  De- 
troit," Annals  of  the  American  Academy  of  Political  and  Social 
Science,  XL,  :.:•;  .',!i2;  Gray,  "The  Gas  Supply  in  Iinst.ni."  • 
terly  Journal  of  Economics,  XII,  419  4  M',;  Mil.  -J'.rj  :;i:;;  XIV,  87- 
120;  Hotehkiss,  "Chicago  Traction,  a  Study  in  r<>Iiti<-:il  Involution," 
Annala  of  the  American  Academy  of  Political  and  Social  Science^ 
\  XVIII,  :',sr>  in  1 :  X  X  X  I,  619-629. 
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recently  waged  a  stirring  municipal   campaign  over  gas 
rates.     The  party  out  of  power   will    promise   UK. si    :my 
reform  of  a  public  utility,  regardless  of  its  reasonable- 
ness, to  turn  an  election.     State  control  helps  to  take  the 
utility  out  of  politics  and  gives  outside,  disinterest. •«!  par 
ties  an  opportunity  to  study  the  plant  and  local  conditions, 
from  party  strife  and  political  bias,  and  order  adjust 
merits  of  service  and  rates  reasonable  to  both  the  utility 
and  the  public. 

The  inability  of  local  managements  to  adjust  rates  in 
the  past  is  shown  by  the  discriminatory  schedules  in  effect 
at  the  time  the  Wisconsin  Public  Utility  Law  was  passed. 
This  is  another  factor  that  militates  against  local  control. 
A  single  case  out  of  many  that  have  come  before  the  Com- 
mission will  illustrate: 

The  applicant  in  this  case  stated  in  its  petition  that  l  it  de- 
sired to  make  such  changes  in  its  rate  schedules  as  to  enable  it  to 
more  fully  extend  its  business.  At  the  hearing  in  the  matter  it 
was  shown  that  the  present  schedules  were  not,  on  the  whole,  so 
adjusted  as  to  meet  local  requirements.  These  facts  were  also 
substantiated  by  the  further  investigation  into  the  situation  which 
was  made  by  this  Commission.  For  these  reasons  the  applicant 
was  authorized  to  adjust  its  rate  schedules  on  the  basis  outlined 
in  the  order  in  this  case. 

As  described  in  the  previous  chapter  many  of  the 
schedules  including  rates  for  municipal  plants  submitted 
by  utilities  to  the  Commission  for  approval  prove  on  in- 
\«  viigation  to  be  regressive  and  discriminatory.  Rat 
be  just  must  be  scientifically  made,  after  an  investigation 
and  an  analysis  of  the  facts,  which  the  locality  is  seldom 
able  to  obtain,  because  of  their  inavailability  or  expense  of 

1In  re  Application  of  Stoughton  Municipal  Electric  Light  System 
for  Authority  to  Increase  Bates,  1909,  3  W.  B.  C.  B.,  484. 
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obtaining.  That  this  is  coming  to  be  a  recognized  fact  by 
cities  is  indicated  by  at  least  a  dozen  voluntary  requests 
by  municipal  and  private  bodies  to  the  Commission  to 
make  adjustments  for  them.  Efforts  to  change  the  present 
state  control  system  have  been  repeatedly  defeated. 

Those  who  are  best  qualified  to  judge  are  not  especially 
enthusiastic  over  the  method  of  local  regulation  attempted 
through  the  passage  of  ordinances  by  a  common  council. 
This  is  a  third  plan  of  local  control.  Such  a  system  has 
been  tried  in  Iowa.  In  the  case  of  the  Des  Moines  Water 
('<>iii]xi/n/  v.  City  of  Des  Moines*  involving  the  validity 
of  an  ordinance  fixing  water  rates,  Jinl«r«-  M«  I'h.  i-snn  of 
the  federal  court  spoke  thus  of  the  delays  and  expenses 
incident  to  such  proceedings  in  court: 

It  is  now  more  than  three  years  since  the  passage  of  this 
ordinance.  This  case  illustrates  the  evils  in  connection  with  the 
fixing  of  rates  by  municipalities  to  govern  public  utility  corpora- 
tions, ...  by  the  time  this  case  is  decided  by  an  appellant 
court,  at  least  four  years  will  have  elapsed  from  the  passage  of 
the  ordinance  until  the  matter  is  put  at  rest  by  the  courts.  .  .  . 

It  is  well  known  by  all  informed  men  that  city  councils  neces- 
sarily adopt  rates  with  but  little  or  no  investigation  as  to  what 
rates  ought  to  be  fixed.  The  result  is  we  have  ordinances  fixing 
rates  based  upon  but  little  intelligent  effort  for  the  ascertainment 
of  the  facts.  Some  of  the  states  like  New  York,  Massachusetts 
and  Wisconsin,  have  state  commissions  of  competent  men,  who 
give  public  hearings,  and  who  do  nothing  behind  doors,  nor  in 
secrecy  ...  a  commission  with  no  member  interested  as  a 
taxpayer  of  the  city,  and  with  no  member  subject  to  influences 
other  than  the  ascertainment  of  the  truth  and  the  facts.  Rates 
are  thus  fixed  with  which  most  fair-minded  people  are  ready  to 
acquiesce.  It  is  strange  that  we  have  no  such  legislation  and  no 
such  commissions  in  Iowa. 


*Des  Moines  Water  Co.  v.  City  of  Des  Moines,  decided  Sept  16, 
1911,  192  Fed.,  193. 
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Again  in  tli.  later  case  of  Des  Moines  Gas  Company  \. 
Citjf  of  I)es  Moines,1  which  involved  the  validity  of  a  city 
ordinance  fixing  rates  for  gas,  the  same  court  said: 

Much  of  this  kind  of  litigation,  and  practically  all  of  the  ex- 
pense, would  be  avoided  if  Iowa,  like  so  many  of  the  other,  in 
cludiiiir  neighboring  states,  had  an  impartial  and  city  non-resitl<-nt 
commission  or  tribunal,  with  power  to  fix  these  rates  at  a  public 
hcariiiL'.  all  inim-Mrd  parties  present,  with  the  tribunal  select  in •: 
its  own  engineers,  auditors  and  accountants.  Too  often  we  have 
selfish,  partisan  prejudice,  and  unreliable  experts  engaged  for 
weeks  at  a  time,  at  $100  or  more  and  expenses  per  day,  exagger- 
ating their  importance,  and  making  the  successful  party  in  fact  a 
loser.  With  all  our  boasted  advancement,  Iowa  is  a  laggard  in 
thjs  matter,  and  will  continue  as  such  until  these  rate-makings 
are  taken  from  the  power  of  city  councils.  Appeals  to  tin- 
courts  will  seldom  be  taken  from  the  findings  of  such  a  tribunal. 

Aside  from  the  benefits  of  state  regulation  over  local 
control,  suggested  by  the  court  quoted  above,  there  are 
other  advantages  but  these  have  been  covered  in  such 
detail  already  in  the  volume  that  further  reiteration  here 
is  unnecessary.  It  was  to  escape  the  evils  of  local  control 
that  the  Wisconsin  Public  Utility  Law  was  enacted.2  State 
regulation  is  not  undemocratic;  it  does  not  interfere  with 
the  powers  of  the  community  but  aids  and  supervises  them. 
As  the  decision  in  the  Malison  Gas  case  shows,  the  stat.- 

lDes  Moines  Gas  Company  v.  City  of  Des  Moines,  decided  Aug. 
12,  1912,  199  Fed.,  204. 

2  At  the  request  of  citizens  of  Madison  the  common  council  sought 
to  compel  the  gas  company  to  lower  its  rates.  The  gas  company 
asked  the  circuit  court  for  an  order  preventing  the  city  from  exam- 
ining the  books  of  the  company,  which  was  refused  by  the  circuit 
court,  but  the  supreme  court  remanded  the  cause  with  directions  to 
dismiss  the  complaint  in  1906.  Occurring  in  the  capital  city  of  the 
state,  this  caae  which  showed  the  helplessness  of  a  city  to  obtain  just 
treatment  for  its  citizens,  aroused  the  feeling  that  culminated  in  tho 
.  n.i.-trnent  of  tin-  Public  t'tility  Law  in  1907.  See  City  of  Madi- 
ton  v.  Madison  Gas  f  Electric  Co.,  108  N.  W.  Bep.,  65. 
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I'nl.li.-  I'tility  Law  gave  the  communities  a  power  of  regu- 
s,.!  it.  the  state  legislature,  and  which 
the  municipalitiea  never  before  possessed. 

With  I...M!  rrirtiliition  an  aggrieved  utility  UNIT  must 
make  a  <  •  •••MIMH.II 

!>.-    in- In. -..I.    mil.-  ;  f«Tes,  to  paaa  an 

nance  directed  to  relieve  the  c«»i.-lr:  -.      i 
nee  is  violated  the  aggrieved  taxpayer  may  sUrt  pro- 
ceedings in  the  court*.     Most  ordinary  mortals,  however, 
have  n.  it!  .  r  th«-  pati.-n.-.-  nor  fun.U  uitli  \\hi.-h  to  litigate 

\Mth  a  large  corporation,  so  they  bear  tin -ir  little  wrongs 
I  n-l.-r  state  regulation  a  postal  card  com- 

t  uill  start  the  wheels  of  investigation  and  the  < 

>e  state  commission  has  all  the  legal  resources  of  the 
state  at  its  command  to  sustain  its  validity.  Thus  is  the 
poor  man  given  the  aid  of  the  state  in  remedying  conditions, 

-.  otherwise  he  must  either  shoulder  or  bear  in  silence. 
v  SM.  h  a  system  of  helping  i/en  is  not  to  be 

challenged  as  undemocra' 

State  n-L'niuti.'M  encourages  municipal  owi  en- 

s  proper.  Minfnnn  accounts  and  reports;  requires  rea- 
sonable standards  of  service  and  enforces  th.-m  through 
constant  supervision;  <  liiiiiiiates  abnormal  operating  ex- 
penses; supervises  the  entire  operations  of  the  utility  un- 
hampered by  local  b<  s,  and  fixes  rates  upon  facts 
and  equality.  As  the  Supreme  Court 

<»f   Wisconsin  said   oi  .Mi.-    I'tiliiy    La.  .   far 

it  has  b*  •  1  to  accomplish  the  task  with  such  distin- 

fruished  completeness  stands  as  a  moat 

i  inmate  effort  of  ive  wisdom  and  a  model  for 

similar  efforts  elsewl 

•Co/nmel  Service  Co.  T.  dultom,  148  Wbeouin  R^porU,  334. 


CHAI'TKK    XXII 
DOES   REGULATION   RETARD   INVESTMENTS  t 

Wisconsin  has  exploded  the  fallacy  of  tin-  stntnm -nt 
that  state  regulation  stifles  business  cut. -i •;.  There  has 

been  no  stagnation  of  business  under  Commission  control. 
The  period  of  state  regulation  has  been  one  of  wholesome 
prosperity,  except  possibly  for  electric  railways.  The 
record  of  financial  operations  of  corporations  regulated 
warrants  no  other  conclusion.  This  prosperity  has  IH-.-M 
promoted  by  the  Commission  requiring  business  methods  of 
accounting;  by  wipinjr  out  rebates  and  discriminatory 
rates;  by  abolishing  privilege  and  political  corruption;  by 
enforcing  uniform  service  standards ;  by  basing  rates  on  t  In- 
cost  of  service  rendered  and  by  rearing  all  upon  the  foun- 
dation of  physical  valuation  of  plant.  Within  the  period 
the  1,189  corporations  and  plants  were  subjected  to  about 
8,000  formal  and  informal  Commission  orders  directing  im- 
provements in  service  and  rate  adjustments  described  in 
previous  chapters.  These  may  have  checked  the  speculator, 
the  monopolist  or  the  promoter,  who  thrive  on  the  industry 
of  others.  They  have  encouraged  bona  fide  investors  who 
now  know  the  real  value  of  the  properties  back  of  the 
securities. 

In  spite  of  orders  decreasing  freight  rates  and  almost 
daily  exactions  for  improvements  in  service,  railroad  lines 
have  been  extended.  Bonds  have  been  floated  and  stock 
market  credits  have  been  maintained.  Although  the  greater 
part  of  the  state  was  checkered  with  lines  of  steam  mil 
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roadi  before  the  regulation  law  was  enact*  r  invest- 

menta  have  been  made.    Since  1905  tin -ir  nul.-s  of  • 
m   Wisconsin  have  been  extended  from  9,755  to  11,679. 
is  an  inereaae  of  12  per  cent  in  seven  yean.1    If  groat 
earning!  be  eonaidered  u  barometer,  even  here  the 

percentage  of  growth  in  Wiaoonain  ii  remarkable.     1 

<«  in  1905  grow  earning!  advanced  to  $68,202,000 

.1  iiUmt  i:J  per  cent    Contrast  h  the  16 

.  n.-rrase  in  groat  earning!  in  Wiaoonain  for  the  five 

1900  to  receding  regulation  ami   th.- 

pi.-tutv  in  more  convincing. 

•Milan  r..  pertain  as  to  all  phases  of  the 

tilway  in.lii  ••         A  glance  at  the  railroad  map 

ismnsin  in  .  .in  \\ith  states  where  the  el< 

railway  devrlnpiiimt   has  been  more  rapid  suggest*  th«- 

reasons.     State  regulation  is  scarcely  a  factor,  if  at  all. 

|.l.     \Visroiisin  ha«  about  500  milt*  of  int>-nirban 

lines  as  C  !  \\itli   1.7""  in   Indiana.     The  density  of 

n  in  tli-  is  79  per  cent  greater  per 

'••  milr  than  in  Wisconsin,     Iinliana.  with  an  area  of 

milt*,  has  a  population  <>f  2,700,87* 
•  •  square  niilf.     Wisconsin's  population  of  2,333,860 

.066  square  mile  area  shows  a  «l.-n>ity  of  only 
to   th.    s.juaiv   milr.     Moreover,  Indiana's  population    is 
more  largely  urban.  state  has  one  large  city.  th«« 

'••an  lin.  i<liiig  Milwaukee 

an. I  Imlianapolis  in  the  comparative  tables  of  the  two  states. 


1908  the  United  SUtot  poaaened  about  two  fifths  of  the 
mileage  of  the  world,  and  15  per  cent  more  than  all  of  Europe;  abe 
had  233,077,  aa  compared  with  197,381  for  Europe,  and  595,841  for 
the  v  ,o  American  railway  industry  haa,  therefore,  become 

tremendously  largo  ...  the  greateat  of  all  industries.  lu  total 
eapiUlixation  is  practically  $18,000,000,000,  probably  as  much  aa 
oat-eighth  of  all  the  wealth  of  all  the  people  of  the  United  States. 
It  has  in  its  employ  over  1,500,000,  largely  men,  to  whom  it  pays  in 
a  single  year  wagea  amounting  to  above  a  billion  dollars. ' '—  Kaper, 
"Bailway  Transportation,"  186. 
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16.5  per  cent  of  Wisconsin's  population  is  in  cities  of  over 
8,000  inhabitants,  while  39.6  per  cent  of  Indiana's  is  in 
cities  of  the  same  class.  Small  villages-.  t)n>  natural  iV.-dn-s 
of  interurban  lines,  are  more  frequent  along  the  routes  of 
Indiana's  systems.  In  Wisconsin  the  larger  cities  are 
separated  by  long  distances,  making  it  necessary  to  cover 
considerable  t« -rritory  before  reaching  cities  large  enough 
for  important  terminals.  Of  the  twenty-three  cities  in 
Wisconsin  with  a  population  of  S,000  or  over,  fourteen  are 
now  served  with  important  interurban  systems.  The  re- 
maining nine  are  in  general  too  isolated,  except  for  short 
line  developments.  Until  population  becomes  more  dense, 
interurban  development  in  Wisconsin  must  be  slow  because 
of  these  insurmountable  physical  difficulties.  Nevertheless 
in  Wisconsin  electric  railways  show  relative  progress  that 
is  encouraging. 

Between  1907  and  1913  the  total  miles  of  single  tracks 
of  street  and  interurban  lines  increased  12.51  per  cent  ;  the 
number  of  car  miles  run,  23.8  per  cent;  the  revenue  from 
passengers  carried,  37.19  percent,  and  the  plant  investment 
68.1  per  cent.  While  there  has  been  an  increase  in  gross 
revenues,  the  large  increases  in  operating  expenses,  notice: 
able  on  all  systems  in  the  United  States  within  the  same 
period,  has  had  its  effect  upon  the  gross  revenues.  That. 
population  is  the  controlling  factor  in  rapid  electric  rail- 
way development  is  shown  from  the  reports  of  net  earnings 
made  in  Wisconsin  cities  and  in  localities  where  population 
is  dense. 

Public  utilities  operating  necessarily  within  limited 
areas  have  made  great  developments  within  the -period. 
Their  reports  furnish  incontrovertible  proofs  that  regula- 
tion, instead  of  driving  capital  out,  attracts  it.  The  elec- 
tric light,  gas,  telephone  and  water  companies  have  exceeded 
the  steam  railroads  in  the  ratio  in  which  they  have  made 
cash  investments  for  new  construction. 
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Since  1907,  the  year  that  the  Wisconsin  Public  I  til.ty 
Law  became  effective,  the  grow  earning*  of  electric  plants 
increased  frum  >  '•«•  n. 

.•lit.     N  it  all.     riant  valum  for  the 

sara«  •  !•?.•!   |.\    those  companies  jumped  from 

one  companiea  had  grew  earnings  of  $3,074,000 

">7,  which  reached  the  total  of  $5,011,000  ,,.  1  »12,  an 

tise  of  63  per  cent    Meant  r  lant  investments 

of  these  name  concerns  showed  an  increase  from  $12,996,000 

to  $18,309,000  or  40.9  per  r. 

Confined  to  limited  areas  of  development  and  suffering 
•  ••-". I--! n  i.-n  ..i'.  t.-r prises,  even  gas  plants 

have  been  able  to  show  a  substantial  in. -rease  in  the  past 
five  years.     During  the  period  their  gross  earnings  in- 
used  from  $3,539,000  to  $4,363,000  or  23  per  cent 
Plants  supplying  water  have  grown  in  gross  earnings 
from  $1,906,000  to  $2,689,000  or   11    p.  r  cent  during 
five-year  period,  while  the  increase  in  plant  values  has  been 
from  $21,090,000  to  $24,390,000  or  15.6  p<  r  OSflt 

-  already  indicated,  the  result  has  bet-i  -itimate 

•  •ss   investments  have  been  developed  and  directed 
along  lines  <>  business  honesty.     It  is  this 

v  «>f  ju  t  is  encouraging  development.     With 

lations  and  definite  data  of  plant  operations, 
bonding  houses  are  now  |  the  securities  of  public 

utili?  before  passed  notice.    C.  E.  Salmon  of  H.  l..it. 

a  public  utility  manager,  recently  declared  that  state  regu- 
n  has  reduced  interest  rates  at  which  money  for  im- 
provements could  be  secured,  1  per  crnt 

We  have  seen  the   public   utility  bond,  with  great 

opposition,  tight  for  a  market,  for  a  price  and  for  ready 

absorption."  said  th<>  manager  <>f  th«>  bond  department  of 

-hall  and  lUl.-y  bank.  Miluauk.-.-.  in  a  recent  address. 

have  come  to  realize  that  to-day  it  is  p.  rhaps  the  most 
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attractive  form  of  bond  iim -stim-nt.  having  behind  it  the 
ample  security  of  a  property  rendering  an  essential  service 
in  a  growing  rommunity.  and  yielding  to  tin-   investor  the 
innst  attraeti\e  interest  return  consist. -nt  with  conservative 
security  upon  the  market.    The  p.-rii><l  of  greatest  develop 
m. 'tit  in  the  flotation  of  public  securities  has  been  the  past 
six  or  seven  years;  the  pn-at. -st  incentive  thereto  has  been 
the    enactment    of   sound    pulilic    utility    regulation    laws, 
lionds  based  upon  earning  power,  though  reasonably  safe, 
•  •an  never  equal  in  security  those  whose  desirability  is  based 
primarily  upon  the  basis  of  physical  valuation,  plus  earn 
injr  power.     A  great  body  of  principles,  sound   in   funda- 
mental conception,  is  embodied  within  the  Wisconsin  1'uh 
lie  Utility  act.     It  has  meant  much  to  the  state.     It  will 
mean  more  as  time  goes  by." 


MI  MTI.K  \\iii 

COMMIB8I  TUB   COURTS 

Tl  il    Int.TMtati'  Commerce   Law  was  greatly 

MHMluir.I   in   intent   and  many  of  its  un-l.-rl\  intf  priii- 

r   weak.  ••(!   through  ,   of    tin- 

'     In  Wisconsin  there  has  been  no  ju« li--i.il 

ii   of   the    provisions  of    tin- 

regulating  act .  \\hi.-h  in  any  u.t\  ;  •  nf  (liminish- 

1  Mir  poses  of  the  la\\  •  inference  in 

the  spirit   \\ith   ul.i.'h   tiie  state  and  federal  courts  view 
ecoin  -lit inns   probably  explains  tin-  <lm-rgent  re- 

Qradually  the  Wisconsin  s  Court  has  aban- 

doned  tin-  riistnrnary   iira«-tirr  <>f  sharklini:  tu.-nti.-tli  cen- 
tnry  progress  with  t-i^lit.-.-ntl  t.-inpera- 

m. -nt  has  been  thus  expressed  in  an  opinion2  by  Chief 
I.   B.  Winslow:     "When   an   ri^hteenth  century 
constitution  forms  the  cl  r  a  twenti.-tli 

r\  ^rnvi •rnment,  must  the  gi-n.-ral  provisions  be  con- 
stru.-«l  ami  int.-rpr.-t.-«l  I »y  an  eighteenth  cnitnry  inind.fiir- 
led  by  eighteenth  century  conditions  and  ideals  f 
Clearly  not.  This  were  to  command  the  race  to  halt  in 
its  progress,  to  stretch  the  state  upon  a  veritable  bed  of 
Prorate." 

The  tendencies  of  the  decisions  of  the  Wisconsin  Su- 
preme Court   n -hit ing  to  regulatory  measures  ha 

» Roe,  "Our  Judicial  Oligarch?,"  3841;  Meyer,  "Railway  Legis- 
lation in  the  United  State*."  224  242, 

•Borgmi*  r.  Fall,  147  Wisconsin  Reports,  349. 
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vitality  to  tin-  principles  invol\rd.  'I'liis  is  apparent  from 
the  peiirral  result  of  the  litigation  that  lias  aris.-n  out  «.f 
the  various  acts  administered  by  the  Commission.  Out 
of  2,")11  formal  orders  of  tin-  Commission,  fifty  appeals 
to  tin-  courts  have  been  taken,  hut  in  only  ahout  thirty 
were  the  appeals  perfected.  The  others  were  abandoned. 
In  two  cases  the  Commission  was  reversed  on  a  technicality 
and  in  t  s  the  issues  were  framed  in  amicable  suits 

hroiiLrht  for  the  purpose  of  securing  a  judicial  interpreta- 
tion of  certain  douhtful  phraseology  contained  in  sections 
of  the  statute.  In  both  of  these  amicable  suits  the  orders 
of  the  Commission  were  overruled.  Six  cases  are  now 
pending  in  the  state  and  federal  courts,  all  other  cont< 
orders  having  been  sustained.  Through  collateral  suits 
brought  by  railroads,  some  of  which  are  still  pending,  in 
which  the  Commission  or  its  orders  were  not  directly 
affected,  an  even  broader  interpretation  of  the  scope  of  the 
law  has  been  secured  than  through  direct  appeals. 

The  cases  considered  by  the  courts  naturally  fall  into 
two  groups  and  will  be  considered  accordingly:  (1)  rail- 
roads, (2)  other  utilities.  Each  of  these  groups  will  he 
subdivided.  In  connection  with  the  original  act  creating 
the  Commission  and  conferring  upon  it  power  to  super \  U« 
common  carriers  as  defined  in  the  act,  a  number  of  col- 
latrral  laws,  some  in  existence  at  the  time  of  the  creation 
of  the  Commission,  and  some  subsequently  enacted,  were 
considered  by  the  courts.  Had  any  of  these  collateral  acts 
been  seriously  weakened  by  the  courts,  the  scope  of  the 
entire  scheme  of  regulation  might  have  been  greatly  cur- 
tailed and  its  efficiency  impaired.  Rut  the  foresight  and 
judgment  of  the  court  in  interpreting  these  various  laws 
dating  large  public  inten-st s  is  well  illustrated  by  the 
determination  of  the  questions  which  came  before  it,  such 
as,  (a)  what  powers  may  be  delegated  to  a  Commission; 
(b)  the  scope  of  evidence  that  may  be  considered  by  such 


AN!)   Till:   (  ol   UTS  :JI'J 

ial  body  ••  adequacy  of  transportation 

•   jimt  rates; 

(e)  the  -  f  railroad  crossing*,  and  (f)  the  coutr-.l 

of  capitalist 

COURT    CASES    AFFECTING    RAILROAD    REGULATION 

Within  a  year  I  road  Commission   Law 

became  el  jtinnality  of  the  act  wan  at- 

T'  ,-  Mu.-stinn  arose  over  an  <> 
Commksion  mad*-  >  M)6,  directing  the 

.Minnrap.  i'uul  &  Sault  St.-.  Mari-  Railway  Com- 

pany orm  at  Dwight,  for  loading  and  un- 

!t    an.l  express  and   for  receiving  and  dis- 
charging pamengrrs.  an«i  rripiiring  two  trains  to  stop  <1 

jrnish  s.-r\ice  to  abo  f«»nr 

f.iini  ••  law  was  challenged  as  an  unlawful  delega- 

tinii  nf  li-^islati\«-  pi»\\vrs  and  many  sections  of  the  act  were 
sul»j.  <-t.-.  1  ore  the  supn -inr  court  had  finally 

mined  tin-  litiL'ati..Ml  it  iuvit.-.l  all  tht-  railroads  of  tin- 
Si  and  participate  in  the  arjjum. -nts  before 
railroads  of  the  state  accepted 
sion  of  t  t.  as  pronouncedx 

Timlin,  had  a  salutary  rflVrt   in  checking 
s  was  due  to  the  broad  interpreta- 
placed  u ;  •!  in  lings  of  the  Corn- 

on  as  nni.-l.  lindings  of  a  jury  and 

grea-  "lit  than  those  of  a  court  in  a  i-hancery  suit. 

y  of  the   le«rislatiou   in  the 
< 'ommissinn  an.l  pointing  «.ut 
.tihl  s.-r\  M  l.y 

!.-^isIatir  t    held    t 

legislature  may  create1  a  «piasi -ju.Ii.-ial  trihunal  and 

» M.  8t.  P.  t  8.  8.  M .  R.  Co.  Y.  Railroad  Commit***  of 
fin.  136  116  N.  W.  Hop.,  905. 
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gate  to  that  tribunal  tin-  power  which  the  legislature 
possesses  to  ascertain,  determine  and  declare  facts;"  that 
a  general  nil.-  of  law  may  be  enacted  to  take  effect  upon 
the  establishment,  of  certain  facts  and  conditions,  and  that 
"statutes  declaring  that  railroad  rates  and  service  shall 
be  reasonable,  and  creating  a  commission  with  power  to 
investigate  existing  rates  and  service,  and  to  fix  and 
determine  what  rates  ami  what  service  are  reasonable,  the 
statute  then  providing  that  the  rates  and  service  so  fixed 
shall  he  in  force,  have  been  generally  upheld  as  a  valid 
exert- is.  •  <,f  legislative  power." 

Upon  the  question  that  under  the  law  the  Commission 
in  establishing  a  rate  merely  established  the  maximum 
charge  that  could  be  exacted,  which  was  urged  and  received 
the  approbation  of  one  of  the  dissenting  judges,  the  major- 
ity opinion  says: 

The  law  intends  that  there  is  only  one  rate,  charge  or  service 
that  is  reasonable  and  just.  The  order  of  the  Comini» i<m  is 
prima  facie  evidence  that  the  rates,  charge,  or  service  found  and 
ti\.  ,1  by  it  is  the  particular  rate,  charge,  or  service  declared  by 
the  legislature  in  general  terms  to  be  lawful  and  to  be  in  force. 
It  it  were  conceded  that  the  Commission  had  power  or  discretion 
to  fix  one  of  several  rates,  either  of  which  would  be  just  and 
reasonable,  it  would  be  h:mi  i<>  say  that  this  was  not  a  delegation 
<>i  pure  legislative  power  to  the  Commission. 

Equally  important  was  the  declaration  in  the  opinion 
that  the  power  of  the  court  to  review  the  orders  of  the 
Commission,  and  to  send  them  back  to  the  Commission 
for  further  investigation  if  found  unreasonable,  is  not  an 
unlawful  delegation  of  legislative  powers  to  the  court.  The 
provision  of  the  law  stating  that  before  any  order  of  the 
Commission  can  be  set  aside  the  plaint i IT  must  show  by 
"clear  and  satisfactory "  evidence  that  the  order  is  unlaw- 
ful and  unreasonable  is  intended  to  describe  a  greater 
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degree  of  proof  •  nee  of  evidence  and  that 

"great  weight  will  be  given  an  ord«-r  «.f  tin-  CommiaaioD 

iff  eaae  muat  be  made  to  eatabliah  iU  un- 

rrasomiM.  M.  -.v  " 

Like  the  United  State*  Supreme  Court,  we  accord  to  the  or- 

den  of  the  Railroad  Commission  the  weight  due  to  the  decision* 

of    a  tribunal  authorized  by  law  an  ed  by  experience.1 

•ve  go  further  than  thin,  and  add  the  requirement  of  that 

particular  degree  of  proof  specified  in  the  statute,  and  we  eon- 

r  and  scope  of  the  judicial  investigation 

above  referred  to.  We  thus  leave  upon  the  Railroad  Commission 
the  great  responsibility  which  we  believe  the  legislature  intended 
to  impose, 


In  .-xtal'lislmi-:  th.«  policy  of  the  Commission  the  court 
further  s. 

In  determining  whether  or  not  the  order  of  the  Commission 
is  unreasonable,  it  must  also  be  considered  that  every  unnecessary 
(Minim  impoHi'd  U|Kin  the  railroad  impairs  the  net  receipts  and 
diminishes  that  manrin,  if  there  be  one,  between  the  amount  suf- 
ficient to  assure  a  :  m  on  the  value  of  its  property,  plus 

the  amount  of  its  fixed  charges  and  operating  expenses,  and  its 
gross  receipts.     In  this  mai  public  ami  the  railroad  are 

interested,  because  it  is  only  when  this  exists  that  betterments  in 
construction  or  improvements  in  sen-ice  not  imperative  or  indis- 
i.'duction  in  rates,  will  ordinarily  be  voluntarily 
by  the  railroad  or  can  ordinarily  be  ordered  or  enforced 
by  the  Commission.  We  are  not  now  speaking  of  those  extreme 
cases  where  the  public  duty  must  be  discharged  whatever  the 
financial  consequences  to  the  railroad.  But  in  ordinary  cases  to 
waste  this  margin  is  to  waste  the  t'nnd  in  which  the  whole  public 
is  interested.  This  should  never  be  done  for  the  benefit  of  the  few 
as  against  the  interests  of  many.  It  is  also  to  be  considered  that 
this  margin  ou^ht  1*  exhausted  or  swept  away 


'/It  Cent.  K.  E.  Co.  v.  Interstate  Commerce  Commission,  806  U. 
TOO. 
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by  orders  or  requirements  of  the  Railroad  Commission  as  fa>t 
as  accumulated,  because  human  nature  or  r:tiln>ad  nature  is  such 
that  no  one  will  long  economize  on  operating  «-r  other  expenses 
if  his  economy  only  furnishes  a  larger  basis  for  further  exac- 
tions. 

Thus  it  was  settled  by  the  court  that  unless  an  order  of 

the  Commission  be  unlawful  or  unreasonable  it  cannot  be 
disturbed.     While  the  court  declared  that   bad  it  been  sit 
ting  as  the  Commission  it  would  not  have  made  the  order. 
yet  the  same  being  one  over  which  men  might  reasonably 
differ,  it   must  be  sustained. 

The  court  admonished  the  public  and  the  carriers  to  In- 
patient  with  the  necessarily  slow  and  laborious  process  in 
working  out  a  system  of  precedents. 

The  notion  that  commissions  of  this  kind  should  be  closely 
restricted  by  the  courts  and  that  justice  in  our  day  can  be  had 
only  in  courts  is  not  conducive  to  the  hot  results.  Justice  dwells 
with  us  as  with  the  fathers.  It  is  not  exclusively  the  attribute  of 
any  office  or  class,  it  responds  more  readily  to  confidence  than 
to  criticism,  and  there  is  no  reason  why  the  members  of  tin 
Kail  road  Commission  of  this  state  should  not  develop  and  < 
li>h  a  sy.-tciii  of  rules  and  precedents  as  wise  and  beneficent 
within  their  sphere  of  action  as  those  established  by  the  early 
common-law  judges.  We  find  the  statute  well  framed  to  bring 
this  about. 

Upon  the  question  of  the  character  of  the  evidence 
that  might  be  considered  by  the  Commission  in  arriving 
at  a  conclusion,  the  court  has  made  several  int.i.stin^ 
rulinjrs.  Tims  in  the  Appleton  Water  Works  case  l  it  was 
held  that  the  expert  judgment  of  the  Commission  mi^ht  be 

1  Appleton  Water  Works  Co.  v.  Railroad  Commission  of  H 
sin,  142  N.  W.  Rep.,  476;  154  Wisconsin  Reports,  121.    This  case  is 
analyzed  in  greater  detail  as  to  the  court's  ruling  in  the  discussion 
of  "Valuation,"  Ch.  III. 
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exercise*  1  Mining  elements  in  fixing  a  just 

that  a  muni,  tpalnv  w  obliged  to  pay  to  a  company 
wboae  property  it  aeeks  to  acquit-  nn.l.  r  the  provisions 
of  the  law.  *  pliane  of  thin  question  fe  also  pre- 

aent«  -  cane  o:  isconsin  Lakea  Ice  4  Cartage 

Company     In  thia  eaae  the  Commiation  reduced  the  ratal 
shipments  of  ice  and  the  cum.  r  dainn  .1   there  waa 
the  record  to  modify  the  existing 
It  \\a.s  I, .-I. I,  however,  that  the  Commiation,  because1 
\M  ailmini.strativr  natuiv  and  expert  knowledge,  might 
apply  that  knowledge  in  nation  of  reasonable 

rates  without  tl».  hearing  or  the  formal 

taking  of  e\  i  Treat  latitude  should  be 

allow.  i\  in  tin-  a<lmiv-.  -ure  and  a  comparison  with 

othrr  rates  is  admits,  that  the 

Commission  may  take  ju.li. -ial  n«»ti. •••  of  all  reports  of  rail- 
roads to  the  Commission  and  that  it  might  consider  the 
ion  contained  in  such  reports  without  the  same 

.  .1  in  rvi.lmce  upon  the  hearing. 

Service  reqnin -nu-nts  of  the  legislature  or  the  Commis- 
*»sed  upon  the  railroads  have  also  been  generally 
M.    A  law  requiring  the  upper  I-  I  sleeping  car 

•  .-insrd  until  engaged  or  occupied ,  \vh.-n  tin-  ; 
l>eing  limited  to  intrastate  traffi< 

not*  an  no-  with  interstate  commerce  carried  on 

in  cars  doing  both  intrastate  and  interstate  business,  there 
being  no  specific  regulation  touching  the  matter  in  conflict 
Aith.  so  that  it  can  do  no  more  than  incidentally 
affect  tin-  interstate  commerce  so  carried  on." 

The  Dwight  service  order,  cited  above,  has  been  followed 


+  N.tT.X.  Co.  T.  Kailroad  Commiuion  of  >Tt«vm*t»,  145  N. 
W.  Rep.,  216;  Concurring  opinion  bj  Chief  Jiwtiee  Window,  Ibid.. 

•Stat,  T.  r.  M.  t  St.  P.  K.  Co.,  140  N.  W.  Rep.,  70;  aUo  «M  StoU 
T.  Rodmo  ,con«a  BeporU,  88;   lit  N.  \S .  1. 
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by  court  rulings  in  other  service  cases  that  broaden  the 
interpretation  with  regard  to  passenger  train  service  to  be 
furnished  to  smaller  emmminit  ies.  The  minimum  of  rea- 
sonable railroad  service  to  lie  furnished  to  villages  with  a 
post  office  and  having  two  hundred  or  more  inhabitants 
has  been  prescribed  by  the  legislature.  This  law  provides 
that  every  railroad  corporation  operating  within  the  state 
shall  maintain  a  station  at  every  village  of  two  hundred 
inhabitants  within  one-eighth  of  a  mile  or  more  of  its  line. 
It  shall  stop  one  passenger  train  each  way  at  such  station 
daily,  if  trains  are  run  on  the  road  to  that  extent.  If  four 
or  more  passenger  trains  are  run  each  way  daily,  at  least 
two  passenger  trains  each  way  must  be  stopped.  Follow- 
ing these  statutory  provisions  the  Commission  ordered  the 
Chicago,  Burlington  &  Quincy  Railway  Company  to  stop 
two  of  its  passenger  trains  each  way  daily  at  Cochrane, 
a  village  of  about  two  hundred  and  sixty  inhabitants.  In 
its  order  the  Commission  said  that  it  believed  the  village 
already  hac.  adequate  service,  but  that  the  law  made  the 
ordering  of  this  additional  service  compulsory.  The  trains 
to  be  stopped  would  be  interstate  trains,  unless  the  com- 
pany put  on  additional  local  trains. 

The  review  of  the  order  by  the  state  supreme  court 
broke  new  ground  in  the  conclusions  promulgated.  First, 
the  court  held  l  that  an  accommodation  freight  train  could 
not  be  counted  as  passenger-train  service  within  the  law, 
and  second,  that  the  act  not  only  applied  to  intrastate 
but  also  to  interstate  trains.  Justice  Vinje,  in  the  ma- 
jority opinion  of  the  court,  said:  "That  a  state  regula- 
tion may  indirectly  or  in  a  slight  degree  affect  or  in- 
terfere with  interstate  commerce  does  not  render  it  void, 
if  that  is  not  its  purpose  and  if  it  has  another  legiti- 

1 C.  B.  4-  Q.  S.  Co.  v.  Railroad  Commission  of  Wisconsin,  140  N. 
W.  Rep.,  296.  This  case  is  now  pending  in  the  federal  Supreme 
Court  on  appeal. 
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mat.  .m  al*o  claimed  railroad  that 

local  train  WITV  put  on  to  fulfill  tin*  » 

^topping  intcnftate  train*,  the  revenue 
1  not  equal  the  expense.     T  .,-  murt  r.  j 

however,  that  the  whole  paaaeoger  revenue 
<>f  thr  mad  in  tin*  st..  pie  to  meet  the  additional 

expenae,  with  a  fair  margin  of  profit      Hut  .-\.-n  if  that 
were  not  so,  it  ia  no  answer  to  aay  that  it  would  have  to  be 

11  mint  her  quetit  freights*:  .  uhi--h  this 

provision  of  the  statute  waa  involved,  waa  raise*  1  in  different 
in  a  still  later  ease.     The  Commission  found 

•  •staMUhiiM-nt  of  a  new  milk 

station   (Oiiidall's)    in   th«-   In-art  of  a  dairying  country. 
where  t\\  --re  mipl  -  from  80  to  100 

etna  of  milk  and  cream  duil.  -,t      (Vrtain  pas- 

senger trains  were  or  >  be  stopped  to  take  on  these 

consignments.    T  >ad  objected  and  took  the  matter 

into  « *  .nit       It   claimed  that  <_rht  to  fix  minimum 

c  had  been  taken  away  from  the  Commission  by 
Hut   the  supreme  court  held1  that  the  statute 
requiring  certain  passenger  trains  to  stop  at  villages  of 
hundred  or  more  inhabitants  did  not  interfere  with 
;>ower  of  the  Railroad  Commission  to  establish  a  milk 
:i  an«l  iv<{uir.    passenger  trains  to  stop  there.     The 
court  was  unanimous  in  finding  this  a  reasonable  service 
requirement 

urn  the  service  that  a  railroad  must  furnish  a  com- 
munity \v«  turn  to  service  requirements  that  a  manufa.  tur 
ing  plant  oft9  the  line  of  road  may  demand.    The  right  of 
the  Commission  to  order  a  railroad  to  operate  it*  line  by 
track  within  three  miles  of  the  main  road  to  a  manu- 
ring plant  under  a  law  passed  in   1909,  if  in   tin* 

»C.  M.  f  8t.  P.  *.  Co.  T.  Railroad  Commutum  of  n'veomtim.  146 
N.  W.  Bep.,  1129. 
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judgment  of  the  Commission  public  convenience  demands 
it,  has  IMTU  held  by  the  court  to  be  a  valid  enactment.  In 
the  only  contested  litigation  on  this  subject  the  court  held 
that  this  power  in  tin-  Commission  was  not  an  exercise 
of  lrjjM,-iti\r  functions,  and  it  might  lawfully  be  delegated 
to  a  quasi- judicial  tribunal.  In  the  instant  case  the  owners 
of  land  to  be  crossed  by  the  spur  track  contended  that  the 
power  to  condemn  land  upon  which  to  build  a  track  con- 
travened the  state  and  federal  constitutions,  which  prohibit 
the  taking  of  land  for  private  use.  The  court  held  that 
the  track  when  built,  regardless  of  who  pays  for  its  con- 
struction, becomes  a  part  of  the  trackage  of  the  railroad 
system,  and  hence  devoted  to  a  public  service.1  The  federal 
court  in  an  opinion  by  Justice  Hughes  affirmed  this  view. 

The  separation  of  grade  crossings  of  highways  and 
railroad  tracks  and  the  protection  by  safety  devices  of 
grade  crossings  that  cannot  be  separated  have  been  numer- 
ous. In  1909  a  statute  was  enacted  authorizing  the  Com- 
mission to  change  the  grade  of  such  crossings  wherever 
public  safety  required  it,  and  to  apportion  the  expense 
between  the  railroad  and  the  municipalities.2  In  one  of 
the  cases  which  reached  the  supreme  court  the  Commission 
required  a  town  to  pay  10  per  cent  of  the  cost  of  a  viaduct 
over  two  railroads  which  crossed  the  highway  in  close 
proximity  to  each  other.  The  town  contested  the  order 
in  an  attempt  to  shift  the  entire  burden  onto  the  railroads. 

In  affirming  the  Commission's  order,  the  court  through 

1C.  4"  N»  W.  E.  Co.  (Eden  Independent  Lime  &  Stone  Company, 
intervener)  v.  Union  Lime  Co.,  140  N.  W.  Rep.,  346;  also  see  Union 
Lime  Co.  et  al.  v.  Railroad  Commission  of  Wisconsin  et  al.,  144  Wis- 
consin Reports,  523;  129  N.  W.  Rep.,  605. 

1  In  the  case  of  the  City  of  Superior  v.  Eoemer  et  al.^141  N.  W. 
Rep.,  250,  the  court  held  that  where  a  municipal  ordinance  had  been 
passed  before  the  law  became  effective  and  was  served  upon  a  rail- 
road compelling  it  to  pay  the  entire  expense  of  a  crossing,  the  legis- 
lative enactment  did  not  apply. 
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Justice  Barnes  »  The  statute  under  consideration 

does  not  conflict  u  it  h  any  con  il  provision.    Indeed, 

aim  IB  made  that  it  does.    The  legfaUtun  in  1  1  . 
else  of  iU  police  power  haa  a  perfect  right  to  enact  the  law. 
Tin-  frr.|ii.-n«-y  of  arri.l.-nts  at  ^ra-i.    .-m^n,-,  ,,  BOtorfa  • 
and  the  number  of  victims  w  appall  -  aim  of  the 

legislature  is  to  leaaen  tin-  nu-!.!..-r  of  theae  casualties.  We 
believe  that  no  court  haa  held  that  the  legislative  power 
here  exercised  did  not  exist.  It  was  n.-it  !..  r  in<  <|uitable  nor 
illegal  to  re<i  "f  tll(>  tlirv''  pul>li<-  highways 

involvd  to  mutrilmte  to  the  expenses  of  the  overhead 
crossing. 

Closely  akin  to  the  power  imposed  in  the  section  of  the 
law  contested  in  the  above  case  was  another  whi<-h  ^a  . 
Commission  power  under  th«  tte  of  public  conven- 

ience and  necessity  law  to  determine  the  place  and  ma 

r  ossing  of  different  railroads.*    The  law  has  been  sus- 

tained by  the  supreme  court.     This  law  applies  more  par- 

ticularly to  a  proposed  railroad  crossing  the  tracks  of  an 

ing  system.    Under  the  decision  the  expense  of  making 

the  crossing  is  placed  upon  the  junior  m 

The  "reparation"  laws  have  also  been  before  the  su- 
preme court  for  construction.  I'n.l.-r  these  laws,  if  a  ship- 
per believes  that  an  excessive  rate  has  been  charged  on  a 
consignment,  he  may  bring  proceedings  before  the  Commis- 
sion. If  his  complaint  is  sustained,  the  Commission  orders 
a  refund  against  the  railroad  company  for  the  amount  of 
the  excess  charges.  The  court  decision  affecting  this 
statute*  it  the  provision  requiring  as  a  coin: 

precedent  to  the  recovery  that  the  action  be  brought  before 


1  Torn  of  PoUc  v.  Railroad  Commiuio*  of  Sf'iMwuui,  143  \VU 

Report*,  191. 

•Stat*  eg  rtl.  Northern  Pacific  M.  Co.  v.  Railroad  Commission  of 
OOMfe,  121  N.  W.  Rep.,  <•  \Vbconsin  Report*,  1 

rank  A.  Graham  lee  Co.  v.  C.  M.  f  St.  P.  R.  Co.,  140  N.  W. 
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the  Railroad  Commission,  instead  of  in  the  courts,  did  not 
deny  the  right  of  trial  by  jury  guaranteed  by  the  state 
and  federal  constitutions.  Justice  Kerwin  in  tin-  opinion 
of  the  court  said  that,  "the  legislature  has  the  right  within 
constitutional  hounds  to  fix  rates,  and  a  remedy  by  action 
against  the  Railroad  Commission  is  preserved  in  favor  of 
any  aggrieved  party,  so  the  rights  of  all  parties  are  well 
guarded  under  the  law."  As  the  cost  of  proceeding  be  for.- 
th»-  Railroad  Commission  is  but  a  fraction  of  the  cost  of 
court  litigation,  this  decision  has  been  considered  a  victory 
for  the  people. 

The  capitalization  of  railroads  is  generally  regarded  as 
connect..!  with  the  supervision  of  rates  and  service.1  1'n 
vious  chapters  have  shown  the  evils  of  burdening  the  puhlie 
with  excessive  capitalizations.  The  legislature  of  1!><>7 
clothed  the  Commission  with  the  power  to  regulate  tin- 
issuance  of  the  securities  of  all  public  service  corporations 
The  validity  of  the  act  was  tested  in  the  courts.  Unfor- 
tunately but  a  single  phase  of  the  purpose  of  the  act  w;is 
involved  in  the  case,  and  in  passing  upon  this  the  court 
limited  the  authority  of  the  Commission  to  the  mere  matter 
of  determining  the  competency  of  the  corporation  to  i^u>- 
the  proposed  securities.2  Previous  to  this  decision  the  Com- 
mission had  assumed  the  power  to  investigate  the  financial 
history  of  the  corporation  from  its  inception,  and  although 
not  possessing  power  to  refuse  the  authorization  of  the 
securities  desired,  if  the  same  should  be  determined  to  be 
legal,  it  nevertheless  reported  upon  the  entire  history  of 
the  corporation  in  connection  with  the  grant  of  authority 
to  issue  the  securities.  In  view  of  the  decision  of  the  court 
curtailing  the  power  of  the  Commission,  the  legislature  of 

lDunn,  "The  American  Transportation  Question,"  Preface,  v; 
also  tee  Ch.  XVI  supra. 

'  State  ex  rel.  M.  8t.  P.  4-  8.  S.  M.  E.  Co.  v.  Railroad  Commis- 
sion of  Witcontin.  1.::  Wis.  IJ.  ports,  80;  117  N.  W.  Rep.,  846. 
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1909  passed  the  present  stock  and  bond  law,  which  is  prob- 
alily  the  most  stringent  Uw  in  effect  anywhere  and  has 
been  the  basis  of  all  legislation  on  the  subject  in  other 
states  since  its  enactment  It  is  still  an  open  question 
whether  this  law  is  really  the  soluti  <u  of 

proper  regulation  of  public  service  corporation  sc- 
<•  unties, 

COURT  DECISIONS  TOUCHING  UTILITIES 
ili:i:  THAN   i:\iLROADB 

Besides  the  decisions  heretofore  referred  to,  relating 

rx.-luM'..  1\  to  railroads,  the  supreme  court  has  rendered  a 
number  of  decisions  of  general  importance  on  the  subject 
of  the  regulation  of  pul.lie  utilities.  The  leading  questions 

have  been  considered   involve  (a)   the  effect  of  tl.«- 
1'u I. In-  I'tility  Law  and  the  Railroad  Commission  Law  on 

hises;  (b)  the  validity  of  contracts  to  furnish  free 

•e  made  by  cities  with  utilities  before  the  enactment 
of  the  law;  (c)  the  reasonableness  of  rates  and  th< 

between  competing  telephone  companies;  (d) 

'•e  rules  and  requirements,  including  a  definition  of 
the  term  "public"  as  used  in  the  1'ubli.-  I'tility  I^aw. 

Naturally  a  law  involving  franchises,  which  is  revolu- 
tionary in  its  character,  gave  rise  to  many  complicated 
legal  questions.  The  iiiut.  p<  unit  p?  y  the 

statute  as  a  substitute  f<  >ir  and  futun    franchises 

was  a  novel  experimmt.    The  disorder  that  existed  at  the 
of  franchises  that  had  been  granted  is 
\\vll  illustrated  in  a  recent  case,  when  the  court  had  this 

.n-  of  the  law  under  consideration.    Justice  Marshall 

The  confusion  created  during  the  yean  preceding  the  Public 
•y  Law  of  1907 *  by  granting  franchisee  in  several  different 

»L«  Crow  9.  La  OOM*  Cat  *  BUctric  Co^  145  Wi 
port*  420. 
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ways— some  directly  by  tin-  slate,  some  by  cities  as  state  agencies, 
some  by  the  state  in  tin-  main  but  with  power  to  the  various  muni- 
cipalities as  state  agencies  to  add  supplementary  features,  fit i in- 
particular  situations,  some  by  the  state  without  regard  to  local 
police  regulations,  and  some  likewise  having  such  regard,  • 
expressly  or  by  necessary  implication,  some  having  contractual 
features  creating  doubt  in  regard  to  their  constitutional  status, 
and  some  having  such  features  but  without  doubtful  character, 
many  of  such  matters  being,  in  the  ultimate,  more  or  less  detri- 
mental to  consumers,  whether  public  or  private,  and  propri- 
etors as  well — on  the  whole  created  a  perplexing  situation  in  re- 
spect to  harmonious  administration.  The  legislature  sought  to 
deal  efficiently  with  this  mixed  situation,  the  growth  of  years. 

The  right  of  an  interurban  railway  company  volun- 
tarily to  increase  rates  of  fare,  regardless  of  franchise  pro- 
visions, was  considered  by  the  court  in  the  case  of  the  City 
of  Manitowoc  v.  Manitowoc  &  Northern  Traction  Com- 
pany.1 The  city  had  granted  the  use  of  its  streets  to  the 
int«  rurban  line  specifying  as  one  of  its  conditions  that 
the  rate  of  fare  for  carrying  passengers  between  Manitowoc 
and  Two  Rivers  should  not  exceed  ten  cents  for  a  sin  «,*!«• 
trip,  during  the  life  of  a  thirty-five-year  franchise.  This 
was  prior  to  the  enactment  of  the  law  conferring  jurisdic- 
tion upon  the  Commission  over  rates  and  services  of 
steam  railroads,  interurban  electric  railroads  and  street 
railways.  Several  years  after  the  law  had  been  in  force, 
the  traction  company  announced  its  intention  to  increase 
the  rate  of  fare  between  the  points  mentioned  to  fifteen 
cents.  The  city  began  an  action  to  compel  the  company  to 
abide  by  its  contract. 

The  court  held  that  in  granting  franchises  a  municipal- 
ity acts  as  the  agent  of  the  state;  that  the  governmental 
power  to  fix  rates  was  not  surrendered  to  the  municipality, 

ldty  of  Manitowoc  v.  Manitowoc  f  Northern  Traction  Co.,  145 
Wisconsin  Beporte,  13;  129  N.  W.  Rep.,  925. 
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an. I    that    where   no   mich    upecifte   autl  m\    been 

grant  contract     \\mil.l     n  main    vnli.i     I.,  twi^u    the 

parties  until  the  state  exerci.-  mmi'mnt  n-l.t  to  Ax 

rates.    In  the  opinion  of  the  court  Justice  Barnes  sai 

ii  contended  that  thi*  law  (Railroad  Commission  Law)  haa 
superseded  the  eontraet  involved  in  '  and  that  therefore 

the  c.  •  »  longer  haa  any  binding  force  or  affect.  We  do 

iiink  so.    The  statute  worked  no  ebanpe  in  existing  rates. 

vided  that  all  rates  should  I*,  reasonable,  and  left 

to  (lie  Railroad  Commission  the  power  to  determine  the  fact  aa 

to  wbetbt .-  ;i  given  rate  was  reasonable.    When  the  deter- 

-ion  was  reached  the  law  became  operative  upon  the  par- 
ticular rate  ealN-.l  in  <|iie«tion  and  the  rate  arrived  at  then  became 
the  lawful  rate  and  I  >«•  until  set  aside  in  the  manner  pro- 

vided in  the  law.  The  Railroad  Commission  haa  made  no  deter- 
mination in  the  ease  before  us.  Until  that  determination  is  mads 
the  eontraet  is  in  force, 

The  judgment  of  the  court  refusing  an  increase  in  fare 
may  now  be  contrasted  with  another  case  in  which  the 
Commission  reduced  the  franchise  rate  of  a  company  as 
unreasonable.  The  court  sustained  the  action  of  the  Com- 
mission on  the  ground  that  the  common  council  of  a  city 
has  no  power  to  make  a  t  with  a  street  railway 

company  fixing  rates  of  fare  for  a  series  of  years,  \\ 
u.'iild  prevent  the  Railroad  Commission  from  changing  the 
rate  at  any  time.    The  case  was  brought  by  the  Milwaukee 
&  Light  Company  to  vacate  an  order 
of  the  Commission  requiring  the  company  to  sell  tickets 
in  packages  of  thirteen  for  fifty  cents,  instead  of  twenty- 
for  one  dollar,  as  provided  in  an  ordinance  pisstri 
•y  and  accepted  by  the  company  in  January,  1900. 
The  turning-point  of  the  case  was  \\  h«  th«-r  Section  1862  of 
the  statutes,  which  provides  that  city  councils  may  grant 
the  use  of  street  railway  companies  "upon  such  terms  and 
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conditions"  as  they  may  determine,  gives  p<>\\.  r  to  the 
council  to  make  a  contract  with  the  company  that  it  shall 
a  right  to  charge  certain  fares  for  a  series  of  years, 
which  contract  cannot  be  interfered  with  or  impaired  hy 
the  legislature  or  the  Railroad  Commission.  The  opinion  ' 
by  Chief  Justice  Winslow  says  in  part : 

The  power  to  fix  rates  and  tolls  to  be  charged  by  public  utili- 
ties is  one  of  the  attributes  of  sovereignty.  With  us  this 
power  is  vested  in  the  legislature,  and  when  the  legislature  speaks 
upon  the  subject  its  voice  is  controlling  and  supreme,  unless  in- 
deed some  constitutional  guaranty  is  invaded.  Madison  v.  M.  G. 
<t  E.  Co,  I'J!'  \Yis.,  I'll).  A  century  ago  this  great  power  was 
of  little  practical  importance,  and  very  seldom  used.  The  public 
utility  as  we  know  it  had  not  yet  come;  life  was  comparatively 
simple,  individual  wants  few  and  individual  resources  generally 
suHicient  to  provide  for  them;  the  ordinary  citi/.cn  knew  little 
about  gas  and  less  about  electricity,  which  he  regarded  as  notbing 
more  than  a  supernatural  and  remorseless  destroying  force.  He 
drove  his  own  horse,  if  fortunate  enough  to  own  one,  drank  water 
from  his  own  well,  had  no  telephone,  sent  no  telegrams,  used  no 
railroad,  sent  no  express  packages,  and  was  dependent  upon  no 
public  utility,  either  for  the  necessities  or  luxuries  of  life.  No 
such  life  is  possible  to-day,  however.  The  progress  of  science 
and  invention,  combined  with  the  tremendous  growth  of  congested 
urban  areas,  has  made  the  great  mass  of  the  people  absolutely 
dependent  upon  the  great  public  utilities  of  the  time.  Modern 
business  and  modern  life  could  not  go  on  without  them.  The  ur- 
ban citizen  of  to-day  goes  to  his  business  upon  the  street  railway 
and  transacts  it  with  the  aid  of  the  telegraph,  the  telephone,  the 
express  company,  and  the  commercial  railway.  The  gas  and  elec- 
tric companies  light  his  home,  cook  his  meals,  furnish  him  power 
for  domestic  operations,  and  sometimes  even  furnish  him  heat; 
while  water  companies  provide  him  with  water  and  telephone  com- 
panies afford  him  opportunity  at  any  moment  for  conversation 
with  friends  either  at  home  or  in  distant  cities. 

1  Milwaukee  Electric  Railway  <$•  Light  Co.  v.  Railroad 
9ion  of  Wiicoruin,  142  N.  W,  Pep.,  491, 


(  (»\1MISSI()N    AM)   'Mil.   <  ol   |(TS 


\\v  nml  eetalogi  ......  ir  ,-  ».  ..     •    •      •!  bj  to  b   «h  • 

bow  we  would  get  along  without  them,  if  we  would  realise  our 

dependence  upon  than;  only  by  no  doing  can  we  appreciate  the 

rtnnre  of  the  rate-making  power  and  the  neces- 

|  that  power  i  'he  handa  of  the  legi»lature; 

0  k.-|.t   t(;.-  ..,,,„,,  t,  in>t  i.ii  for  abuae  are  numerous. 

>  the  legislature  .-  t  part  with  the  power,  even  for 

a  limited  Htn^i  except  upon  the  moat  potent  imd  convincing  con- 

No  preaumption  can  be  indulged  that  it  baa  parted  with  the 

power  1  doubtful  worda  be  eonatrued  aa  having  that  ef- 

!  !-   who  asserts  that  the  atate  baa  surrendered  any  part  of 

ita  sovereign  power  even  ten  in  hia  favor  must  prove  the 

e  moat  convincing  evidence.    The  preaumptiona,  if  any 

are,  miu«t  run  the  other  way.     If  it  were  to  be  adu 

-o  of  the  argument  that  the  legislature  could  by 

eipreaa  language  authorize  •-!   auth-.i-itii-   t<>  make  con- 

utilitiea  fixing  rates  that  should  exist  for  defl- 

i»eriods  in  ire  and  be  beyond  legislative  control  dur- 

ing those  periods  (a  proposition  concerning  which  we  intimate  no 

>n),  the  question  here  is  whether  such  express  language  is 

to  be  found  in  Section  1862. 


Aft.  r  rrvicwinff  all  of  the  authorities  the  opinion  arrives 
<  mi,  hision  that  the  section  was  not  intended  to  give 
councils  power  to  bargain  away  the  sovereign  right 
of  th.-  state  to  regulate  fares,  and  concludes  thus: 

We  reach  this  conclusion  the  more  readily  because  this  state 
has  adopted  an  eminently  just  and  wise  policy  in  dealing  with  the 
matter  of  rates  and  tolls.  By  the  Railroad  Commission  legisla- 
it  has  laid  down  the  general  rule  that  every  rate  must  be 
reasonable,  and  has  left  it  to  a  commission  of  experts  to  deter- 
mine, after  full  investigation,  the  reasonable  rate,  and  apt 
It  is  believed  that  this  board  passes  on  these  questions  with  judi- 
cial fairness  after  the  most  careful  and  searching  investigation 
of  the  conditions,  and  with  a  single  eye  to  the  attainment  of  a 
fair  result  So  long  as  these  provisions  of  law  remain  in  force, 


834     RAILROADS  AND  PUBLIC  U11I  I  I  II  s 

and  arc  allowed  to  control  the  situation,  all  daiejer  ,.j'  immature, 
hasty  or  vindictive  changes  in  rates -is  practically  elimi' 
On  the  one  hand,  the  citi/eii  is  protected  t  mm  unreasonable  and 
excessive  fares;  <>n  tin-  other,  the  capitalist  and  inventor  is  as- 
i  a  reasonable  and  fair  return  nj>on  his  investment.  No 
door  is  op<  y  serious  injustice. 

The  view  which  is  h«  -!  the  meaning  and  effect  of  the 

provisions  of  Section   iNi'J  renders  unnecessary  any  consideration 
of  the  question  whether  the  ordinances  in  question  are  suhj. 
alteration  M   1  of  Article  XI  of  the  Consti- 

tution, which  authori/.es  the  enactment  of  general  laws  for  the 
formation  of  corporations  without  banking  powers,  and  forbids 
the  creation  of  corporations  by  special  act  except  in  certain  in- 
stances, and  reserves  the  right  to  alter  or  repeal  at  any  time  all 
such  general  laws  or  special  acts. 

The  proposition  decided  in  this  case  is  that  Section  1862, 
Statutes,  does  not  empower  municipal  authorities  t<>  make  any 
eon  tract  with  a  street-railway  company,  fixing  rates  of  fare  so 
that  they  may  not  be  changed  by  the  legislature,  or  through  a 
legislative  agency  in  the  manner  provided  by  law. 

The  Wisconsin  court  was  sustained  in  the  Milwaukee 
fare  case,  June  14,  1915,  by  the  United  States  Supreme 
Court.  The  question  as  to  whether  burdensome  provisions 
of  an  old  franchise  were  retained  after  a  company  had  re- 
ceived  an  indeterminate  permit  under  tin-  Public  I "tility 
Law  was  decided  in  the  case  of  the  City  of  La  Crosse  v. 
La  Crosse  Gas  &  Electric  Company.1  This  case  arose  upon 
the  refusal  of  the  utility  company,  which  had  surrendered 
its  franchise  and  received  an  indeterminate  permit,  to 
continue  paying  a  2-per-cent  fee  on  its  gi  nings 

annually  into  the  city  treasury  required  under  the  terms 
of  the  franchise  for  the  use  of  the  streets.  The  court  lield 
that  the  city  of  La  Crosse  had  no  power,  in  granting  this 

lLa  Crosse  v.  La  Crosse  Gas  f  Electric  Co.,  145  Wisconsin  Be- 
porto,  408;  130  N.  W.  Hep.,  530. 
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f ranch  toe,  to  annex  the  license  or  tax  feature*.    Such  * 
power  it  mint  be  plainly  conferred  upon  a  city 

to  be  valid.   Tin  tl  at  an  agent  of  the  state 

in  granting  the  franchise  and  by  the  company's  voluntary 
r  of  it  and  the  acceptance  by  the  atatc,  they  mu- 
tually    agreed  to  abrogate  the  franchise  and  neeeaaaniy. 
aa  we  ahall  nee,  tl  •  nt*  attached  by  the  state  agency 

were  abrogat  vise.    Such  mere  incidenta  could  not 

well  inferably  survive  the  primary  thing."    Continuing 
:<>asoning  fu  says  that  though  tb< 

-iu-  power  to  attaeh  the  lie.-n.se  fee  requirement  to  the 
his*-,  tl.  rminate  permit  operated  to  free  the 

ut iln  a  burden.    Its  reasoning  is  to  the  effect  that 

p<rmit  is  granted  subject  to  the  terms  of 
ility  Law,  and  not  subject  to  other  terms  and 
•  \\hieh  maybe  found  in  !;.-•  franchise  surrendered 
nn«l  f  harmony  with  the  uniformity  idea 

.nehi.st-s  in  the  puMir  utility  .stir 

stated  the  La  Crosse  case  lays  down  the  rule  that 
.lions  ami  privileges  which  "inhere  in"  and  "form  a 
part  of"  the  grant  of  the  right  to  use  the  streets  are 
grants  l>.  y  as  a  state  agency  and  are  abrogated  by 

the  waivn-  on  the  part  of  both  the  state  and  the  utility 
consummated  by  the  acceptance  of  the  indeterminate  per- 
mit It  is  almost  as  plainly  indicated— an  inference  which 
will  be  more  fully  discussed  in  the  Douglas  County  tele- 
phone case— that  conditions  that  do  not  "inhere  in"  and 
in  a  part  of"  the  grant  of  the  privilege  itself  but  are 
pendent  business  contracts  for  service  to  be  rendered, 
are  subject  to  the  ordinary  rules  of  contracts,  entered 
by  the  city  as  a  business  corporation,  and  cannot  be  abro- 
gated by  the  state. 

Still  another  phase  of  determinate  permit  law 

arose  in  the  Calumet  service  case.    Aa  already  explained 
in  an  earlier  chapter,   utilitie.s   under  the  indeterminate 
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permit  are  protected  from  competition,  except  as  the  Com- 
mission may  find  upon  investigation  and  In  arin^  that  pub- 
lic convenience  and  necessity  demand  the  service  of  a  com- 
peting plant.1  Upon  a  disagreement  between  the  Calumet 
Service  Company  and  the  city  over  street-lighting  rates,  t In- 
city  asked  the  permission  of  the  Commission  for  tin-  rijrht 
to  establish  a  municipal  plant  to  do  street  lighting.  This 
was  refused  on  the  ground  that  the  city  could  obtain 
adequate  service  at  reasonable  rates  from  the  existing  com- 
pany. An  appeal  was  made  to  the  courts,  the  supreme 
court  holding  that,  while  the  city  had  the  right  to  purchase 
the  existing  plant,  it  could  not  enter  into  competition  with 
it  without  an  order  from  the  Railroad  Commission.2  In 
the  opinion  of  the  court  Justice  Marshall  reviews  the  pur- 
pose of  the  Public  Utility  Law  at  great  length  and  says: 

That  one  of  the  principal  mischiefs  sought  to  be  remedied  by 
the  new  system  was  the  elimination  of  the  conditions  promotive 
of  hostilities  between  municipalities  and  public  utility  companies, 
making  large  investments  by  permission  and  invitation  t<> 
serve  the  public  directly  as  well  as  indirectly — bitter  controversies, 
sometimes  for  good  reasons  and  sometimes  not,  but  in  any  event 
at  the  expense  of  consumers  of  the  product — seems  quite  certain. 

It  likewise  seems  certain  that  one  of  the  major  means  for 
attaining  the  desired  end  was  elimination  of  excessive  investments, 
and  excessive  expenses  caused  by  two  or  more  public  utilities,  each 
with  its  separate  property  and  fixed  charges,  where  the  need  of 
the  consumers  only  required  one,  and  elimination  of  risks  to  in- 
vestors by  encroach  in  en  ts  upon  an  occupied  field  of  public  ser- 
vice without  any  public  necessity  therefor.  Doubtless  an  unvary- 
ing and  invariable  economic  law  was  squarely  faced  and  appre- 
ciated, that  all  such  subjects  for  elimination  represent  waste, 
which  if  not  avoided  would,  in  the  main,  fall  on  the  product,  in- 

1  See  Ch.  XV  for  a  fuller  discussion  of  the  economic  reasons 
prompting  the  passage  of  the  indeterminate  permit  law. 

'Calumet  Service  Co.  v.  Chilian,  148  Wisconsin  Reports  334;  135 
N  W.  Rep.,  131. 
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craning  the  eoet  of  nervice  per  unit,  and  be  paid  by  the  eoa- 
•omm.    It  was  the  interests  of  consumers  which  was  tbt  prime 

<t  of  Itgislaiive  solicitude  j  aueh  object  to  ha  eonatrved  with- 

to  others. 

In  the  situation  pictured  it  could  not  have  eaeaped  laiiililin 
consideration,  and  necessarily  would  i...t  have  been  eonsidenirly 
left  unguarded  against,  that  in  the  cities  and  village*  of  the  state, 
in  general,  public  utility  aarviee  at  the  loweat  practicable  ratea 

the  highest  practicable  efficiency,  is  impossible  without  com- 
bining the  municipal  aarviee  with  that  to  othera. 


After  <iiscuR8ing  other  considerations  why  the 

••asonably  indu.led  municipal  planU  with- 
in the  provisions  of  the  law  and  not  have  allowed  them  to 
nacing  existing  investments  whenever  they  de- 
!.  the  court  reviews  the  method  by  wind,  can 

plant  under  the  terms  of  the  law  and  con- 
cludes thus: 

The  conclusion  which  must  result  from  the  foregoing  is  that 

the  relief  granted  respondent  is  not  excessive.    The  field  of  ex- 

clusiveness  of  the  privilege,  in  the  circumstances  in  this  case,  in- 

municipalities,  whether  desiring  to  evade  the  forbidden  ter- 

>  for  municipal  lighting  only,  or  for  other  or  all  purposes. 

This  decision  has  been  criticized  severely  by  Socialists 
because  it  does  not  permit  a  municipality  to  establish  a 
plant  at  any  tin.  (uires  it  to  purchase  the  existing 

plant  if  it  desires  to  ent«  r  th.  pul.li,   utility  luisiness.    The 
fact  is,  n«  \,  rtli.  1,  >s.  that  the  method  provided  for  acquir- 
ing public   utilities   by   iinini.-ipalit ica  has  given  impetus 
to  municipal  owners!   :       A      •  the  law  may  pur- 

chase a  private  plant  at  a  valuation  to  be  fixed  by  the  Com- 
mission, and  if  there  is  but  one  plant  operating  in  the 
municipality  it  thereby  obtains  a  monopoly  of  the  business, 
tctically  the  same  rule  was  promulgated  in 
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except  that  the  proposed  utility  was  to  be  a  com- 
peting private  plant.1  The  court  held  that  where  an  in 
Miinate  permit  had  been  acquired  tin-  municipality 
could  not  grant  a  conflicting  franchise  unless  the  Railroad 
Commission  had  upon  ascertainment  of  facts  <1. •t.-nnim-.l 
that  public  conveni< ;  ty  required  a  second 

utility  to  engage  in  the  same  business.  In  the  absence  of 
such  a  declaration  by  the  Commission  a  municipality  was 
without  authority  to  grant  a  competing  franchi- 

The  distinction  between  a  franchise  provision  that  is 
accepted,  subject  to  the  constitutional  reservation  that  the 
legislature  may  repeal  or  amend  the  same  at  any  time, 
and  an  independent  contract  in  no  way  connected  with 
the  franchise,  is  made  in  the  case  of  Superior  v.  Douglas 
County  Telephone  Company.2  In  order  that  it  mijrlit  fur- 
nish its  subscribers  with  telephone  connections  at  the  city 
hall,  the  company  entered  into  a  contract  with  the  city  to 
furnish  free  service  for  an  indefinite  period,  in  return  for 
the  privilege  of  being  allowed  to  wire  the  city  hall  and 
install  phones  in  the  city  offices. 

The  validity  of  the  contract  was  challenged  because  of 
the  prohibition  of  the  statute  against  free  service.  To 
determine  the  question,  the  Commission  took  the  position 
that  its  general  order  wiping  out  all  free  service  and  reduc- 
ing rates  was  applicable  to  the  city  of  Superior  in  th<> 
particular  mentioned.  The  court  held  the  contract  valid 
on  the  ground  that  it  was  especially  exempted  by  the  statute 
declaring  all  existing  contracts  as  non-discriminatory.  It 
was  also  held  that  the  term  thereof  was  not  indefinite 
because  it  provided  specifically  that  the  company  should 
render  the  service  so  long  as  it  operated  a  plant  within  the 

1  State  ex  rel.  Kenosha  Gas  #  Electric  Co.  v.  Kcnosha  E.  R.  Co., 
145  Wiaeonsin  Reports,  337;  129  N.  W.  Rep.,  600. 

'  Superior  v.  Douglas  County   Telephone  Co.,  141  Wisconsin 
porta,  363;  122  N,  W.  Rep.,  1023. 
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Th«-  ili  made  by  the  court  between  thin 

and  the  caae  of  the  La  Crosse  Gas  ft  Electric  Company  * 
is  that  in  the  former  "the  contract  wan  in  the  nature  of 
an  ordinary  agree  m  It  -ii  l  •  -.1  inhere 

in  a  f  ranch  we  corporate  or  otherwise."    The  Superior  city 
racta  were  <>  lie  acope  of  the  state  agency  an- 

Ive  in  contradict  i  M.  ti'ii  to  that  autl 
granted    busineas   capacity   of   a    municipality   or 
ii  to  make  contracU  as  a   private  per- 
son might,    \\ithin   the  scope  of  the  municipal  power  to 

Perhaps  the  reason  for  exempt  contract  can  be 

mad*  when  considered  in  connection  with  th«-  deci- 

•Ue  Horn.  one  Company  of  Krnosha.     Here 

a  franchise  contract  is  iu\..i\,,|.  rat!  -  r  than  a  business 
agreement.  The  company  had  been  granted  a  franchise 
containing  the  stipulation  that  telephones  were  to  be  fur- 
nished free  to  the  .  -i  t  I  M!  t  i!  Icr  of  the  Commission 
against  free  and  discriminatory  service  the  company  re- 
fused to  furnish  the  service  longer  to  the  city  of  Kenoahm 
free.  '1  'i  .u^ht  through  the  courts  to  enjoir 

company  from  charging  a  rental.1  The  court  h.  1.1  that 
regardless  of  th<  i'ul.li.  Itility  Law  the  franchise  granted 
by  the  city  to  the  company  was  inoperative  an  The 

hise  conferred  upon  this  company  nn<i<-r  the  general 

tea  "gives  it  full  authority  to  construct  its  lines  upon 
irhways  of  the  state  and  the  streets  of  muni- 

ities  suhj.  --t  only  to  reasonable  regulation  under  police 

powi"  i.linain-.-  purporting  to  grant  a  franchise 

to  a  telephone  company  and  requiring  the  company  in 

r  to  furnish  a  certain  number  of  free 

)  tones  to  a  city,  cannot  be  considered  as  a  contract. 


TroMtf  T.  La  Crone  COM  f  Elec.  Co.,  **pra. 

•  *o*ka  Home  Tdtpkoiu  Co* 
BeporU,  338;  135  N.  W.  Rep.,  848. 
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The  city  in  such  case  on  its  proprietary  ri^ht  has  no  con- 
s  (deration  to  give  for  such  contract  for  it  cannot  barter 
the  exercise  of  its  police  power  for  free  tch-phonrs;  and 
as  a  state  agency  the  city  has  no  power  to  enter  into  a 
contract  not  subject  to  amendment  by  the  Public  Utility 
Law." 

Tli.  ri-rlit  of  a  city  to  make  a  contract  with  a  utility 
sine.-  the  Public  Utility  Law  was  passed,  which  by  a  subter- 
fuge amounts  to  free  service,  has  also  been  condomm  «1  by 
the  supreme  court.  AY  lien  the  Southern  Wisconsin  Power 
Company  built  its  generation  dams  at  Kilbourn  City  it 
was  found  that  the  land  used  by  the  municipal  water  and 
lighting  plants  would  be  flooded.  After  nearly  three  years 
of  bickering  the  company  finally  consented  to  rebuild  tin- 
plants  for  the  city  in  another  locality  and  pay  the  sum  of 
$3,500  annually  for  a  period  of  time  and  the  city  was  in 
turn  to  purchase  power  from  the  company  at  the  regular 
rates.  At  the  end  of  the  first  six  months  the  city  of  Kil- 
bourn brought  an  action  to  recover  the  $1,750  due.  The 
company  interposed  a  counter-claim  of  $1,928.08  for  cur- 
rent used.  The  court  found  that  the  contract  was  in  fact 
one  for  the  furnishing  of  free  service,1  the  company  origi- 
nally agreeing  to  pay  the  municipality  these  sums  as  a 
subterfuge.  The  court  held  that  a  municipality  buying 
power  from  another  public  utility  for  the  operation  of  its 
own  plant  stands  on  the  same  footing  as  a  private  consumer 
and  cannot  be  given  a  more  advantageous  rate  than  other 
users  are  charged  for  like  service. 

The  contract  was  made  before  the  Kilbourn  dam  plant 
became  operative  and  the  claim  was  made  that  for  this 
reason  the  contract  was  exempted  from  the  provisioi 
the  Public  Utility  Law.     Justice  Barnes  in  "the  opinion 
of  the  court  replied  : 

1  Kilbourn  City  v.  Southern  Wisconsin  Power  Co.,  149  Wisconsin 
Report*,  169;  135  N.  W.  Hep.,  499. 
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We  cannot  adopt  I  hi*  vi.-u       I:   ,i   ,-  correct,  then  any  pro- 
jeeted  railroad  could,  tn  UM  road  actually  «om- 

meoead  to  serve  Un  I>erpetiial  contracts  whereby 

certain  shippers  were  favon  new  telephone,  sleetile  light 

iter  company  could  make  all  kind*  of  dieerimioatory  eon- 
traeta  before  they  actually  began  to  aarre  lh«  It  u  the 

duty  of  any  m-\v  *cbedule  of  rate*  and  file  it 

with  the  Railroad  Commission  at  or  before  th« 
to  do  business.  Sec,  1797m  -33.  The  matter  of  regulating 
of  charge  by  public  service  corporations  and  preventing  dis- 
ii*  is  a  governmental  function  and  one  over  which  the 
legislative  branch  of  the  government  has  a  right  to  legislate 
within  «•,.  ,1  linen,  and  ;>  act  which  runs  counter 

to  a  valid  law  in  this  regard,  and  that  was  not  made  under  direct 
legislative  authority,  becomes  superseded  thereby  regardless  of 
whether  it  waa  made  before  or  after  the  law 


It  is  int.  resting  to  not.  m  this  connection  that  the 
Commission  has  since  reduced  the  rates  to  be  charged 
Killxmrn  City  for  tin-  s«-i  •  1\  :.n  p,  r  r.-nt 

1  11  the  absence  of  proof  that  a  special  contract  to  furnish 

telephone  service  is  unreasonably  discriminatory,   but  a 

mere  ilinVmnv  in  .l.-alm^  with  <-i  Moment,  it  is  not  con- 

demned by  the  court.1    A  stockholder  and  a  telephone  com- 

pany made  a  special  «.nt  •  stockholder  paying  10  per 

above  par  for  his  stock  and  it  being  writt.  u  into  the 

••  that  he  shoul<i  <>  use  of  a  telephone  and 

l>e  required  to  pay  a  greater  annual  assess- 

on  his  stock  than  $10.  1'uhli.    Itility  Law 

u.nt  into  .tTr.t  the  comp.i  uipted  to  collect  a  regular 

monthly   r.-ntal.     Speaking  through  Justice  Marshall  the 

court  sai'l  : 


The  IN >int   that  the  <  A  as  discriminatory  at 

law  is  met  by  Superior  v.  Douglas  County  Telephone  Company, 

«  People'*  Telephone  Co.  v.  Uwii,  151  Wisconsin  Reports,  75;  138 
N.  W.  Rep.,  100. 
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supra,  holding  that  only  unreasonable  disci  -iminat ions  are  BO  con- 
demned, and  absence  of  proof  that  there  was  any  such  diserimina- 
t ion  in  this  case.  .  .  .  The  case  presents  tin-  quest  ion  <>f  whet  her 
;i  mere  speeial  nmtrart  \vitli  a  puhlie  utility  corjH»ratiuu  for  ser- 
vices  made  prior  t<>  tin-  time  limit  mentioned  in  Sec.  1797m-91, 
one  not  adhering  in  a  corporate  iram  hi>e  and  so  superseded  by 
the  Public  Utility  Law,  hut  an  ordinary  agreement  for  sen  in-. 
recognized  as  valid  and  expressly  given  validity  hy  such  section, 
.  .  .  can  be  relied  on  by  one  parly  thereto  as  binding  on  the 
other  seeking  to  repudiate  it.  No  reason  is  pen-rived  why  the 
answer  should  not  be  in  the  allii-iiiative  as  it  was  below. 

Again  in  a  contract  between  two  telephone  companies, 
each  of  which  had  lines  in  the  same  territory,  that  one 
should  confine  its  operations  to  the  city  and  the  other  to 
the  country,  that  they  would  make  free  connections  and 
the  rates  would  be  less  than  the  two  separate,  was  found 
by  the  court  not  to  be  a  combination  to  restrain  or  prevent 
competition  within  the  meaning  of  the  statutes.1  This 
contract  provided  that  the  rural  company  should  have  the 
option  of  buying  the  rural  lines  of  the  other  and  that  both 
having  used  the  free  connection  the  agreement  constituted 
a  mutual  consideration,  and  the  rural  company  could 
enforce  the  specific  performance  of  the  agreement,  to  wliieli 
the  city  company  was  objecting,  to  sell  the  rural  lines. 
More  recently  the  court  has  sustained  the  Commission  in 
a  finding2  to  the  effect  that  a  local  service  rendered  l>\ 
a  rural  telephone  company  which  was  incidental  to  its 
rural  and  toll  line  service  did  not  constitute  the  rural  com- 
pany as  a  public  utility  engaged  in  furnishing  local  tele- 
phone service  to  subscribers  in  that  city.  This  decision 
strengthens  the  policy  of  the  law  as  interpreted  by  the 

1  McKinley  Telephone  Co.  v.  Cumberland  Telephone  Co.,  140  N.  W. 
Rep.. 

•  Citizens  Telephone  Company  of  Eau  Claire  v.  Eailroad  Commis- 
sion of  Wisconsin,  157  Wisconsin  Reports,  498. 
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Commission  that  duplications  of  telephone 

UUWiMO  HIM    that    rut:  uill    ir  <iitti«d   Unless 

the  tame  actually  existed  U-fon-  the  law  wan  passed. 

'>e  question  aa  to  whether  the  Communion  can  compel 

•'  trl, phMn,.  coropaiiiea  to  make  phyaieal  con- 

nections  ia  atill  being  litigate*!  m  t  i..  lower  courts.    Such  a 

law  haa  been  )>•  1.1  nmilM  in  many  state*,  but  ii..  Wiaeonain 
Coin  in  ws  i-     1>.  li.-vrn  it  liaa  succeeded  in  framing  an  order 
•••s  all  of  the  legal  pitfalls  that  have  nullified 
the  laws  in  ,,th, -r  states. 

icre  haa  been  scarcely  n..  important  litigation  over 
.      In  one  '-ase !  the  eo  ,  :  that 

the  rule  of  a  hcarr.-  utilit>   tl  at  had  been  filed  with  th- 
Commiaaion  providing  for  th.    installation  of  thermoatata 
-t  t<>  tin-  MiUrnlxT.  the  user  of  heat 
ng  no  regular  contract  to  furnish   heat  for  a  fixed 
was  not  an  unreasonable  requirement.     It  held  that 
in  the  absence  of  such  a  <  tlt«-re  was  no  ground  for 

i  ice  by  a  court  of  equity  to  restrain  the  company 
-ii-.-nnt inning  the  service  because  of  refusal  to  com- 
ply \\itli  the  ru 

When  a  landlord  operates  a  heating  plant  and  sells  his 
excess  service  to  a  few  neighbors  in  th«  interest  of  his 
nun  plant  economy,  MI. -li  an  arrangement  does  not  con- 
stitute his  plant  as  a  pnhli<-  utility  If  the  product  is 
intended  for,  and  op<  n  t»  the  use  of  m<-ml»<Ts  of  society, 
who  may  desire  it  to  the  <  \t<  nt  <>f  th«  plant's  capa 
the  owner  thereof  is  a  pnMic  utility.  The  court  defines1 
the  word  "public"  to  mean  more  than  a  limited 
defined  by  the  relation  of  landlord  and  tenant  "or  by 
ness  of  location,  as  neighbors,  or  more  than  a  few  who  by 


T.  Berlin  Public  Service  Co.,  V-\ 
09;  138  N.  W.  Rep.,   n 

jv*«r  v.  Meyer  ct  oL,  147  Wbconsta  Report*  330;  133  N.  W. 
Rep*  157. 
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reason  of  any  peculiar  relation  to  tin-  own.  rs  of  tli.   plant 
can  be  served  by  him." 

Students  of  regulation  have  not  always  found  them- 
selves in  complete  accord  with  tin-  decision  in  the  Douglas 
County  Telephone  case  and  the  Cawker  case  in  which  the 
term  public  is  given  a  somewhat  limited  definition.  But 
there  are  so  few  cases  affected  by  either  of  th«  s«  rulings 
that  they  are  considered  only  momentary,  compared  with 
the  broader  interpretation,  whirl-  tin  court  has  given  to 
the  terms  of  the  Public  Utility  Law  where  great  principles 
were  involved  and  important  public  interests  in  the  balance. 
The  Milwaukee  fare  decision  will  always  stand  out  as  a 
monument  to  the  court  for  the  doctrines  there  promulgated 
— the  unshackling  of  a  manacled  public. 


OB  kPTBB 

CONCLUSION 

Contrasting  present  condn  th   those  before  the 

•  M.  tin-  i  \  I'leiiees  of  advance  are  too  many 

to  escape  the  conelu  •  state  regulation  has  been  a 

success.  Perhaps  it  has  not  fulfill.  .1  th.-  in.l.-.-.-nt  dream 

^ability,  however,  rests  upon 

a  continuance  of  the  method-  .  rsued.    Fail- 

ure to  <  along  the  lines  already  followed  would 

result  KB  ession. 

The  sa  Wisconsin  law,  which  placed 

it  above  manv  of  the  similar  ena.-tm. -UN  in  other  states, 
is  the  pulih-  Ml  the  facts  gathered  by 

B  valut-  of  prop.  quality  and 

cost  of  the  K<  ••..-  pul.li,-.     Decisions 

are  all  printed  ;  the  files  of  the  Com  are  op. 

pul.li.'  insprctinn  and  there  are  no  secret  hearings.    The 
public  is  taken  into  confidence. 

uce  the  •  '•  law  th.-re  has  been  lev 

lobbying  by  railroad  and  utility  lobbyists  before  the  legis- 
Instead  of  giving  dii  f  by  statutes,  power 

to  correct  new  eviU  ?<>  the  Railroad  Com- 

mission in  «  MIS  may  be  s.-ttl-l  justly 

••stigation     Such  legislation  has  prac- 
not   compl«-t.-ly.    driv.-n    the    railroads   out    of 
polit 

•••L-ulaiimi  has  quieted  publie  clamor,  always 
a  disturbing  fa<  t*>r  to  business.    With  railroad  and  utility 

M 
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patrons  paying  rates  on  the  same  basis  for  service  ren- 
dered; with  proof  from  the  annual  n-p..rt  and  tin-  frequent 
audits  of  all  financial  dealings  of  these  corporations,  and 
the  consequent  elimination  «•!' extravagant  profits;  with  the 
constant  supervision  of  operating  accounts  and  .  •  1 1  forcement 
of  constantly  improving  service  standards,  and  finally  with 
the  elimination  of  all  unnecessary  wastes,  there  has  come 
about  a  condition  which  it  is  hoped  will  eventually  estab- 
lish an  'Via  of  good  feeling."  It  is  now  possible  for  a 
dissatisfied  municipality  to  purchase  a  plant  that  it  was 
impossible  to  gain  control  of  before  the  indeterminate 
permit  law  was  passed.  Such  cities  find  < •ncouragemcnt  in 
the  law  because  through  state  regulation  they  have  the 
benefits  of  a  state  engineering  staff  for  consultation  and 
for  information  as  to  increasing  plant  efficiency.  The  in- 
suring stability  of  investments  and  public  contentment 
prove  the  worth  of  state  regulation.  Regulation  has  given 
better  service,  more  economical  and  scientifically  built, 
rates,  and  has  completely  eliminated  unjust  discrimina- 
tions. 

In  the  eight  years  ending  June  30,  !!»!:!.  during  which 
the  Commission  has  had  jurisdiction  over  railroads,  the 
savings  in  freight  and  passenger  charges  to  the  public 
have  approximated  $2,400,000  annually.  The  six  years  of 
supervision  of  public  utilities  also  show  great  results.  Tin- 
reductions  in  the  rates  of  gas,  water,  etc.,  amount  to 
$800,000  annually.  This  figure  does  not  include  the  sav- 
ings to  consumers  through  better  service,  which  a  very 
modest  estimate  would  place  at  more  than  .$150,000.  This 
makes  an  annual  utility  saving  of  :f!»f>(Hi(X).  Thus,  the 
results  of  the  Commission  for  the  right  years  of  its  exist- 
ence have  br.-n  ;i  total  annual  saving  of  $3,350,000. 

Prior  to  IIM'J  no  separation  of  the  cost  of  the  work  of 
the  Commission  was  kept  as  between  utility  and  railroad 
services.  At  the  beginning  of  that  fiscal  year,  however,  a 


(  ON<  i 


cost  accounting  system  wan  fantalUid  ao  that  now 
ponMit'i-   i..  all.>,  ata  the  expenaea  of  the  different  pbaaea  of 
A  ltd  k  given  a  table  allowing  the  total 
tut*  of  the  Com  in  iiwion  for  cacli  year  since  ita  organiia- 
r  tli.-  four  yrars  in  \\hn-h  there  were  no 
cost  accounting  reeorda  being  apportioned  on  the  bank  of 
year*  for  which  reeorda  are  available. 
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The  population  of  the  state  la  nearly  2,500,000. 

t  he  Railroad  Commission  has  effected  a  <1 
annual  saving  per  capita  for  every  man,  woman  and  i 
in  the  state  of  $1.34,  and  it  is  not  dirticult  to  conceive  how 
much  i?r  e  annual  saving  is  to  the  actual  patrons 

of  these  public  service  institutions.    During  the  eight  yean 
1  Ommission  has  been  organized,  its  average  yearly  cost 
has  been  somewhat  less  than  $100,000,  or  a  per  capita 
use  of  four  cents.    The  average  annual  return  is  $1.30 

•nnunt  invested. 

What  of  tli.  futun?  The  increasing  scope  of  the  powers 

ised  by  •  rstate  Commerce  Commission  and  the 

limit. -.1  sphere  possible  in  regulation  of  rates  within  states 

suggest  that  the  future  may  see  the  establishment  of  sub- 


848      KAII.KOADS  AND  PUBLIC  UTILITIES 

sidiary  federal  commissions  that    will    regulate  railroads 
by  groups.      Hut    tin-   principle   of   regulation   will    persist. 
>nsiii  has  in  jress  through  its  own  method  of 

at i<m.  The  application  of  the  same  economic  princi- 
ples to  tin-  wider  spheres  of  national  control  might  well 
be  beneficial.  Until  this  is  done,  however,  a  state  com- 
mission that  devotes  a  large  part  of  its  time  to  railroad 
problems  is  absolutely  QeOMMiy. 

The  next  decade  is  apt  to  witness  great  changes  in 
the  sphere  of  railroad  regulation,  and  the  state  control  of 
public-  utilities — gas,  electric,  water,  telephone,  interurban 
railroads  and  heating  companies — will  undoubtedly  be 
strengthened.  These  problems  are  local  and  beyond  tin- 
pale  of  federal  control.  Viewed  from  an  economic  stand- 
point, even  with  a  more  rapid  increase  of  municipal  owner- 
ship  which  appears  probable  in  the  future,  state  regulation 
will  still  be  necessary.  For  municipal  plants  the  state  com- 
mission will  be  a  great  clearing  house  of  information — 
engineering,  statistical  and  managerial — where  the  latest 
methods  and  devices  of  reducing  costs,  making  scientific 
rates,  enforcing  of  rules  for  improved  service,  gathered 
from  over  the  world,  will  be  at  hand  and  may  be  applied 
to  the  arising  complicated  problems.  In  so  far  as  private 
plants  are  concerned,  the  existence  of  a  state  commission 
will  insure  fair  treatment  alike  to  capital  and  consumers 
and  vouchsafe  that  no  return  to  the  unequal  and  discrim- 
inatory rates  previously  in  existence  will  be  made.  Its 
powers  of  control  should  be  strengthened  rather  than  cur- 
tailed. 
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fundamental    to    state    regula- 
tion of  utilities,  290 

in  other  states,  221-222  (note) 

lowers  interest  rates,  49 

method  of  exercising,  234 

method  of  obtaining,  230 

more    valuable    than    ordinary 
franchise,   229 

of   no   value  when   supersedes 
ordinary  franchise,  39 

operation  of  optional. 

protection     from     competition 
by,  336 

provisions  of,  interpreted,  336- 
337 

See  also  Franchise! 
Indiana,    1 

electric     railway     development 

in,   313 

Industrial    accidents   to    railroad 
employees,  266-268 
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Inspectors,  15 

inspection*  t»j,  of  private  anJ 
irtpal  plant*,  887 


arda,  58 
Of  electric  lighting  plant*,  A3, 

171 

:.«etric  railways,  60 

of  gas  plant*,  65,  171 

of  heating  plant*,  171 
lephone  plant*,  67 

results  of  visit*  of,  to  munici- 
pal   plant*.   L'v",  _'Ml 

•Mit,  an  piemen t  in  rate  of 

uf,  44,  4650 
consideration    of,    in    making 

utility  rate*,  144 
determination  of  rate  o 
elimination  of  competition  low- 

era  rate  of,  49 
looking     plant*,     inipeetJOB 

of,  » 
on  interurban  road*,  164 

of,  68 

Int.-rstat.- 


upon  appeal  before,  275 
on  cost  of  aerriee  rate*,  115 
report  of,  on  accident*  to  pa*- 
aengert  and  treapaaaers  on 
railroads,  266-267 
rm  accounting  for  electric 
railways  under,  161 
Interstate  Commerce  Law  modi- 
fled  by  court*,  317 
Htate  trains  subject  to  state 


Iowa  Publie  Utility  Law,  I 
failure  of  local  regulation  wi- 
der, 808,  310 

•ftp      showing      fallacy      of, 
307 


far,  m 

separate 

under,  189 

Iowa  Railway  A  Light  Company, 
308,307 

Jackson,  Carl  D.,  9 

Janesrille,    comparative    loss   of 

electric  current  in,  190 
Janesville     physical     connection 

Jitneys,  under  regulation,  5 

ratea  defined,  113 
Joint  use  of  street-car  tracks,  5, 

60 
.lu.lieial  notice,  Commission  may 

take,  of  reports,  388 
Just    compensation     for 


eaae,  38,  834,  885 


V. 


Light 


Electric 

mi 

comparative    loss    of 
electric  current  in,  190 
utilitv  franchise  provuion*  of, 
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Kenoska  v.  Kenotha  Home  Tele- 

phone  Co.,  339 
Kenosha  municipal  water  plant, 

operating  expense  of,  76 
Kerwin,  Justice  J.  C.,  328 
Kill.., urn,   285 

•urn  City  v.  Southern    I 

cousin  Power  Co.,  340  ::  1 1 
KillMiiirn  tlam,  power  of. 
Knoxville    v.     Water    Co., 

42 

La  Crosse,  watrr  supply  of.  L'lO 
La  Crosse  v.  La  Crosse  Gas  $ 

Electric  Co.,  franchise  pro- 

visions,  330,  334,  339 
La  Crosso  muni'-ip:il  water  plant, 

comparative  loss  of  electric 

current  in,  190 
operating  expense  of,  76 
La  Crosse  telephone  case,  201 
La  Follette,  Robert  M.,  2 

on  railroad  revenues,  110,  244 

(note) 
Lake  Geneva  municipal  purchase 

case,  234 
Lake  Mills,  285 
Land,  determining  the  value  of, 

for  rate-making  purposes, 

31 

Legal  expenses  considered  in  fix- 
ing valuation,  31 
Legislative  powers,  delegation  of, 

sustained,  319 
Less  than  carload  business,  effect 

of,  on  freight  rates,  122, 

130 

Livestock  rates,  275 
Lobbying,  345 
Local   conditions,   effect   of,   on 

depreciation,  84 
on  freight  rates,  135-136 


Local  conditions,  on  rate  of  re- 
tan 

on  regulation,  298 
on  settlement  of  utility  dis- 
putes, 281 

«.!.\i:it.-.|    by   state   regulation, 

111 
state   Commission   as   clearing 

house  in  meeting,  287 
state  Commission  settles  Mii:.- 

arising   from,  284 

Local  rates,  defmr.i,   ll.; 
Local  regulation,  a^-neies  of,  289 
cannot  overstep  Immnlai 
defects  of,  L'DS 

delays  and  expense  of,  308, 310 
expense  of,  to  locality,  300 

liility  of,  294 
inability  of,   to   adjust   rates, 

306 

to   obtain   comparative    rec- 
ords, 299 
little  used,  293 
locality    not    natural    unit    of 

control,  300 

now  possible  under  state  super- 
vision, 292-293 
puts  utility  in  politics,  307 
system  of  control  under,  311 
would  lead  to  state  ownership, 

302 

Locomotive  miles,  13 
Log  driving,  franchises  to  fanli 

tate,  250-251 
Long  Island  Water  Supply  Co.  v. 

Brooklyn,  cit.,  40 
Lumber  rates,  274 

McGowan  v.  Rock  County  Tele- 
phone Company  and  Wis- 
consin Telephone  Com- 
pany, 201 
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McKinlcy     Ttkpkom* 
COMJMMf,  348 

MePheraoo,  Judge,  cm,  delay*  of 

1,,,-ai  Ngdajsi*  Ml 
expense  of,  310 

comparative    loss    of 
it  in,  190 

K 


of 
dered  for,  810 

• 

plant  in,  76 

IM 

street  railway  service  In,  60 
Modern  v.  Madron  G<u  f  Kb* 

trie  Co.,  shows  inability  of 

local  regulation,  310 
Maine,  1 
Maltbie,  Milo  B.,  on  indetonni 

nate  permiti,  235 
Manitowoc,  comparativo  low  of 

electric  current  in,  190 
mmifipal  purchase  case  of,  38, 

39,234 
operation  of  municipal  water 

plant  in,  76 
Manitowoc     T.     Jfoailowoo     f 

Northern     Traction     Co., 

franchise  provisions,  330 
Maps,  101,  104,  106,  106 
Margin  of  profit,  321,  386 
Market  value,  27 

of  securities,  848 
Marahall  A  Ilsley  Bank,  on  in 

creased    sale    of    utility 

bonds,  315 
Marshall,  Justice  B.  D.,  389,  336, 

341 


Maryland.    1 


bond  law  of,  ojMfr 


- 

of  regulatioa  ia,  166 
Mathewa,  Ooorft  C,  OB  dafoeto 
of    local   eootrol    ia    M.I 


of  local  sjtMtv 

m 

carried     cm 


• 

Medical 


Meter  charge,  copied  from 

for  water  service,  149-150,  212 

M.t.-r    fcSSfe,  81 

before  regulation,  64 

M 

made  in  private  and  municipal 
plants,  286-287 

on    discriminations    la    utility 
rates    before    regulation, 

Mkhigan,  1 

|.roM,-m  of   l,i,-:il   rOfsfcti    I    K 

M8 

fallacy  of,  309  (map) 
Mile  of  main,  system  of 

water  rates  on,  211 
Milk  station  service  ease,  888 
Mill  dam  act,  sustained  by 

IM 
Milling  in  transit    Sec  Transit 


in,  13,  16 
comparative    lost    of    ulnlfsl 

current  in,  190 
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Milwaukee,    cost    of    gas    plant 

valuation    in.  300 
electric  railway  service  of,  60, 

160,  313 
grade-crossings,    ordered     for, 

171 

local  regulation  in,  304 
municipal  water  plant  of,  76 
street-car  franchise  in,  291 

valuation  of,  300 
street   railway  fare  case,   167, 

331,  332 
sustained  by  United  States 

Supremo  Court,  334,  :;  1 1 
water    works    in,    value    and 

earnings  of,  279 
Wisconsin  Lakes  Ice  &  Cartage 

Co.  case,  323,  331,  332 
M.  St  P.  &  S.  S.  M.  B.  Co.,  cost 
of  new   stations  built  by 
Commission  orders  for,  265 
M.  St  P.  &  S.  S.  M.  E.  Co.  v. 
Railroad  Commission,  319- 
322 
Minimum  charge  for  water,  216, 

218 

Missouri,  2 
Mondovi,      lengthened      electric 

light  service,  171 
Monopoly,  court's  interpretation 

of,  230 
regulated,  232 

robbed  of  objectionable  pow- 
ers, 231 
under     indeterminate     permit, 

229 

Montana,  2 
Montfort,  285 

Mosinee  Electric  Company,  amor- 
tization of,  233 
Movement  expenses,  120 
analyzed,  123-124 


Movement  expenses,  defined,   ii_M 
Mu  lo  traction  systems,  159 
Mulvey,  Thus.,  on  control  of  cap- 
tation, 244  (note) 
Municipal  ownership,  7,  18 

account  systems  installed  un- 
der, 285 

assistance  rendered  to,  by  Com- 
mission, 208,  284,  287 

capital  obtained  cheaper  for, 
47 

cities   under,  seldom   regulate, 
293 
want  rates  approved,  282 

classes,  of  service  rendered  by 
municipal  plants  under, 
280 

of  state  aid  given  to  munici- 
palities under,  284 

crossing  orders  under,  effect  of, 
326 

delay  of  municipal  authorities 
in  adopting  uniform  ac- 
counting under,  78 

duplicate  utility  investments 
under,  227 

engineering  aid  given  by  Com- 
mission under,  287-288 

highest  efficiency  attaint'' 1  un- 
der, 277 

improvements  in  service  under, 
285 

inequalities  of  rates  under,  281 

municipal    plants    under,    and 
private    plants    compared, 
286-287 
number  and  value  of,  278- 

279 

regulated  as  private  plants, 
206,  207 

no  telephones  in  Wisconsin  un- 
der, 278 
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Municipal    ownerships,    ovtrhes.1 
charges    allowed    IB    con- 
struction un.irr,  nU>  of,  3u 
pay  for  service 

planU  placed  oa 

by,  99 
protsetlosi  uadrr,  aa  to  rates 

and  ssrviee  •ssdsd,  877 

1st  of, 


basis  as  private  plants,  281 

regressive    rates    un-l-  r.    illun 
trated,  283  (chart) 

oiU  of  water  plants  un- 
der, compared,  76 

value     of     n> 

plants  under,  209 

water  works  under,  61 
Municipal  plants,  aid  given  to, 
Ml 

effect  of  indeterminate  permit 
law,  337 

may    purchase    water    powers, 


Navigation,  franchises  granted  to 

improve,  250 
Nevada,  2 
New  Hampshire,  2 
New  Jersey,  2 

1'ul.lir  I't ill tics  Commission  of, 

41 

New  'J85 

New  York,  state  decision  on  stock 

aii.l  IM.I..I   i*.M,rs  in.  "Jir, 

state  regulation  of  utilities  in, 

MB 

system  of  regulation  in,  308 
Noisy  operation  of  electric  cars 
abated,  166 


Nun 


Normal 

North  Dakota,  M8 

Norte%  William  J.,  oa 


Noyes,  Walter  O,  quoted  oo  rail 
road  rates,  114 
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sary  in  determiaiag,  280 
of,  74 

_!*L. 

wim 

penditures,  102 
of,  105 


aaee,  95 

of  municipal  water  plants,  76 
showing  dividend  accounts,  103 
Orders  of  Commission,  19 
appealed  to  eoorts,  318 
considerations  of,  96 
only    unlawful   aad    unreasoa- 


penalty  for  violation  of,  8 
when,  unreasonable.  Ml 

toft*  i- 

Original  cost  valuation,  28 
entering  into,  29 
>mparative  km  of  e 
tric  current  in,  190 
waterworks 

i*,  38,  234 
Output  cost,  defined.  Ill 
how  determined,  148  149 
illustrated,  150  15, 
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Output    cost,    of    watrr    plants, 

217 
Overhead   charges,   classification 

of, 
rates  allowed  for,  30 

Passenger  earnings,  109 

not  under  Commission  control, 

110 
separation    of,    from    freight, 

120 
Passenger   trains,   must  stop  at 

small  stations,  324 
Passengers,  accidents  to  railroad, 

266-263 
Passes,  5,  110 

Penalty  for  violating  orders,  8 
Pence,  W.  D.,  14 
Pennsylvania,  2 
People's  Gas  Light  &  Coke  Co. 

case  cit.,  41 
People's  Telephone  Co.  v.  Lewis 

case,  341 
Perpetual  franchises,  defined,  224 

See  also  Franchises 
Physical     connection      of     tele- 
phonos,  199-202 
impossible  under  local  regula- 
tion, 301 

litigation  concerning,  343 
Physical    valuations,   cost  of   re- 
production in,  21-42 
franchise  value  in,  36 
going  value  in,  33 
good  will  in,  35 
list  of,  42 

of  railroads,  ",    1 .',  'Jl-27 
of  utilities,  5,  18,  27-42 
original  cost  of  property  in,  28 

il  construction,  28 
consideration     of,     in     valuing 
property,  29 


Plant    investment,    increase    in, 

of  electric  plants, 
of  electric  railways,  314 
of  gas,  315 
of  telephones,  315 
of  water,  315 

Plant  value,  depreciation  in 
creases  in  proportion  to, 
105 

increases  in,  102 
Plymouth,  285 
Police  power  of  states,  fields  of 

exercise  of,  2~>~> 

Polk  v.  Railroad  Commission,  va- 
lidity of  crossing  law,  326, 
327 
Population,  effect  of,  on  intern  r- 

ban  development,  314 
on  railroad  train  service,  324 
Portage,      requests      engineer  in^' 

aid,  288 
Potts,  Charles  8.,  on  Texas  stock 

and  bond  law,  237 
Power    expense,    comparison    of, 

for  electric  utilities,  98 
Powers  of  Railroad  Commission, 

construed  by  courts,  318 
delegation    by    legislature    of, 

319 

to  make  rates,  320 
Pressure  for  fire  service,  216 
Prices,  averaged  for  fi\oyears,23 
decline  of,  from  1873  to  1896 

and  increase  of  since,  51 
us*  .1  in  obtaining  values,  30,  37 
Privately    owned    water    plants, 

208 

of  utilities  compared  with  mu- 
nicipal plants  in  Wiscon- 
sin, 278-279 

Profit,  an  element,  in   rate  of  re- 
turn,  44,   50 
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•neldered     in 
utility    ratr. 
effect  of  large  salaries  on,  54 

H.      pjfjil      •   1      10    •>      -.t  it-   •:..  :.:. 

72,73 
margin  of  allowance  for,  321, 

m 

only  one  factor  in  regulation, 

m 

shown  by  few  municipal  plants, 

IN 

Profit  abating  of  utilities,  0 
when  lawful,  238 

s^  ---       A*  __  t  a  ____  i      |_      Jl  —  !•«• 

t^roiDOuooi  OOUMMTM   in   —~"j 
valuation,  31 

'  defined  by  court,  343 
Public  health,  effect  of  poor  wa- 

ter supply  on,  218 
Public  utilities,  5 
municipal,  5 
private,  5 
PuMii-ity.  5,  0 
need  of,  244 
value  of,  345 
Pulpwood,  rates  for,  274 
Pumping  costs,  70 

Racine    water-works    case,    234, 

307 
Railroads,    accidents   to    passen- 

gers   and    trespassers  on, 


of,  263-275 
attack  OB  constitutionality  of 
PiMrosd  Commission  law, 

in 

convenience  and  necessity  laws 
la  other  states  concerning, 

L'L'l  -JL'L' 

credit  of,  maintained,  312 
crossing  protection  of,  268-278 
earnings  of,  contrasted,  313 


Railroads,  •rib  of 

<>f.  313 

industry  of  world,  213  (aole) 
rate  of  rrtum  allowed  to,  M 


of,  6Mi 


I .: 

judicial  tribunal,  319 
of, 
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powen  delegated  to,  390 
success  of,  345,  347 
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and  refunding  in,  53 

:itii..i:il   \  ;ilu:it  i»ti^  «'f,    IJ 

cost   of    reproduction   of,   de- 


original  cost  of,  24 
Railroad    regulation,   future  of, 


water  rates  in,  exam- 

of,  282,288 
Raper,  on  "  Railroad  Transpor- 

tation," 313  (note) 
Rate  of  return,  43-56 
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Rate    of    return,    of    municipal 
plants,  277 

reasonable,  54 
Rates,  advances  in,  16 

applications  from  cities  for  ad- 
justments of,  284 

change  in,  must  ha\«  Mj.j.r. -\.-il 
of  Commission,  L'7 1 

computed  on  same  basis  as  pri- 
vate plants,  281 

defects  in  adjustment  of,  298 

discrimination  in,  under  local 
control,  295 

evidence  that  may  be  consid- 
•  •!•.-. i  in  fixing,  323 

fixing  of,  an  attribute  of  sov- 
ereignty, 332 
sustained  by  court,  319 

for  electric  railways,  power  of 
state  to  fix,  331 

for  express,  276 

for  gas,  185-189 

for  interurbans,  166-167 

for  utilities,  16 

freight,  3,  110,  120,  131-132 

impossible  to  regulate,  in  fran- 
chises, 292 

inequality  of,  281 

lack  of  comparative  unit  costs 
in,  299 

making  of,  and  taxation  value 
compared,  26 

may  be  reasonable  one  year 
and  not  the  next,  291 

must  be  just  between  private 
and  municipal  users,  280 

of  municipal  plants,  278,  280 

of  railroads,  power  to  make 
freight,  304 

one  hundred  thousand,  passed 
upon  by  Commission,  274, 
275 


passenger.    110.    IL'II 
power  of  Commission  to  make, 

320 
power  to  fix,  must  be  delegated, 

333 
reductions  in  freight,  275 

results      Of      adjustments      of, 

297 

under  local  regulation,  294 
utility  and  electric,  172  171 
when  reasonable,  321 
Readiness-to-serve      method      <»t 
making  electric  rates,  182 
Rebates  prohibited,  4,  110 
Reduced   fare  cases,   of   electric 
railways.     See  Mil  in: 
v.  T.  M.  E.  B.  4"  L.  Co.; 
Superior  Commercial  Club 
v.  Duluth  Street  By.  Co. 
Reductions  in  freight  rates,  274- 

276 

Refrigerator  lines,  3 
Refunds      for      overcharges,      4, 

276 

See  also  Reparation 
Regressive   rates,    for    municipal 

plants,  282,  283  (chart) 
for  water,  215 

Regulation,  necessity  of,  for  mu- 
nicipal plants,  207 
Reparation  laws,  proceedings  un- 
der, 111 
validity  of,  327 
See  also  Refunds 
Reports,    annual,   from    all    rail- 
roads and  utilities,  187 
considered  in  making  decision, 

323 
Reproduction   of   water    powers, 

259 

Reproduction  costs.    Sec  Cost  of 
reproduction 
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«ith 
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with 
103 

Bayer,  W.  C.,  need  of  state  regu 
lation  of  municipal  plant*, 

m   >.-.!.  .  m   .,..!.-, 

Rhode  Island,  8 
Richards,  Ralph  <\,  reduction  of 
railroad  aoeideate  through 
safety  committees,  272  273 
Rilejr,  Miles  Cn  special  investiga- 
Wiscoasia  wa- 
anehises,  £60 

Kii>:trian 
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rik*hta  of,   »:,- 
H.ak,    influence    of,    on    freight 

rates,  122,  125 
on  rate  of  return,  49 

Ivou.lU'.l,    I 

Rock  County  telephone  ease,  801 
O.  1  note) 

r.  John   H.,  9 
on  chara<  •  aervies 

before  regulation,  58 
on  indeterminate  permits,  888 

(note) 
on  stock  and  bond   law,  840, 

L'H 

on  valuations  of  utilities,  88 
Rolling  stock,  inspection  of,  59 
Roles  of  service,  reasonableness 

of,  343 
Rural  telephone  lines,  border  tor- 
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of 


Safety,  committees  for,  878 

oa  railroad*,   4 

i 'ml,  sty  SMS  of  loeal  reg- 

.:,- 


315 

Sand  and  gravel  rates,  875 
Sanitation,  in  ears  and 

59 

on  interurbana,  164 
requirements  for,  in  water  ser- 
vice, 218 
Saturation  of  territory,  principle 

of,  recognised,  297 
Savings  in  railroad  rates,  875 
through  regulation,  of  slssUis- 

ity,  04,  198 
of  gas  06,  192 
to  public,  346,  347 
Saw  log  rates,  . 
Schedule,     for    electrie    service, 

for  interurbans,  163 
for  municipal  and  private  plant 
rates   computed   on    same 

1..-IMS.     L'M 

for  trains,  4 

for  water  service,  211 

of    just    rates    impossible    in 

franchises,  891 
of  rates  for  utilities  most  bt 

r.juital.h-.    If! 

of   regressive  rates,  888,  888 

(chart) 

results  from  adjusting,  807 
state  aid  in  making,  884 
Securities,   authorisation    of,    in 
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effect  of 
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Sivuritifs.    rlT.vt    uf    loral    rondi 

ti.'iiH  on,  48 
evil  of  unlimited  right  to  ia- 

SUC,    I'll   L'lL' 

excessive    amount*    of,    disre- 
garded in  fixing  rates,  45 

railroad  an<l  utility,  a|  , 

237 
Security  issues,  312-316 

for  development  of  other  utili- 
ties, 312-315 

impossibility  of,  297-298 

plan   under  local   control   for, 
294 

railroad  credit  maintained  by, 
312 

sale  of,  315-316 

Service,  accomplishments  of,  263- 
273 

complaints  against,  of  munici- 
pal plants,  280 

condition    of,    before    regula- 
tion, 58-63 

considerations  in  orders  for,  96 

decisions  in  railroad  case  con- 
cerning, sustained,  319 

improvements  in,  312 

of  municipal  utilities,  285 

must  give,  to  shippers,  325 

of      municipal     and      private 
plants  compared,  287 

of  railroads,  262-273 

of  street  and  interurban  roads, 
162 

of  telephone  companies,  57-58, 
66-67,  195 

of  utilities,  10,  57-68 
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